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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DOCKET NO. E-04204A-15-0142

The testimony of Donna Mulliinax addresses the following issues, and responds to the
testimony of UNS Electric, Inc. (UNSE or "Company") witnesses on these issues:

The Company's proposed revenue requirement

Staffs recommended revenue requirement
Adjusted Rate Base
Adjusted Test Year revenues, expenses, and net operating income
Customer Annuadization
Depreciation
Property Tax Deferral

Staffs Endings and recommendations for each of these areas are as follows:

The Company's Proposed Revenue Requirement

UNSE is requesting an increase in base rate revenues of $22.6 million, or approximately
15.4 percent, based on UNSE's adjusted retail electric revenues at current rates of $147.1 million.
This increase will be offset by a proposed $14.9 million reduction in fuel costs and revenues due
to the Company's acquisition of a 25 percent interest in Gila River Power Plant Unit 3 ("Gila
River"), lower power market costs, and adjustments to test year sales. UNSE's proposed base
rates also will include 34.3 million in transmission costs currently being recovered through the
Transmission Cost Adjustor ("TCA"). The combination of these elements results in a $3.5 million
retail revenue increase.

Sta£t's Recommended Base Rate Revenue Increase

Staff recommends that UNSE be authorized a base rate increase of no more than $18.1
million on adjusted Fair Value Rate Base ("FVRB"). This is an average revenue increase of
approximately 12.0 percent to adjusted test year revenues of $154.9 million.

Adjusted Rate Base

The following adjustments to UNSE's proposed rate base should be made.

Adjustment Description

ACC
_Jurisdictional

OCRB
Increase

(Decrease)

ACC
Jurisdictional

RCND
Increase

(Decrease)

E-1
E_6
E-10

$Cash Working Capital
D&O Liability Insurance
Gila River Acc um Depreciation
Total Staff Adjustments
UNSE Proposed Rate Base
Staff Proposed Rate Base

$
8_
8

(Thousands of Dollars)

193 $ 193

(17) (17)
(2,000) (2,000l

(1,824) $ (1,824)

272,013 $5 439,427

270,189 $ I 437,603

num
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The following table summarizes UNSE's requested and Staffs recommended OCRB,
RCND, and FVRB with the differences.

Description Company Staff Difference

Original Cost of Rate Base
RCND Rate Base
Fair Value Rate Base

in
$
$

(Thousands of Dollars)

272,013 $ 270,189 SS

439,427 8 437,603 $

355,720 $ 353,896 s

(1,824)
(1,824)
(1,824)

Adjusted Net Operating Income

The following adjustments ro UNSE's proposed revenues, expenses, and net operating
income should be made.

Adjustment Description

PreTax
Revenue or
Expense

Adjustment

3

(Thousands o

(132)
(333)
(146)
(161)
(20)

Net
Operating
Increase

(Decrease)

f Dollars)
S 82

208
91

100
12

(1 S)

38-2
E-3
E-4
E-5
E-6
E-°.7
E»8
E-9 12

§
120)
(_811) $ 491

-

-

Bad Debt Expense
Injuries & Damages
Payroll Expense & Payroll Taxes
Incentive Compensation
D8cO Liability Insurance
Interest Synchronization
Purchased Power & Fuel
O A T I
Total Staff Adjustments

UNSE Adjusted Net Operating Income
Staff Adjusted Net Operating Income

s
5

8,045
.8,537

Customer Axnunualization

Staff is not recommending an adjustment to the Company's revenue requirements for
Customer Annualization. However, Staff is recommending that the Company monitor revenues
and File quarterly reports with the Commission.

Depreciation

Staff recommends rejecting the Company's proposal to delay full implementation of the
new depreciation accrual rates.

Property Tax Deferral

Staff recommends accepting UNSE's proposed property tax deferral. It allows recovery for items
that are beyond the control of the Company and balances the interests of consumers and
shareholders.



Direct Testimony of Dcmna H. Mullinax
Docket No. E-04204A-15-0142
Page 1

1 INTRODUCTION
2
3 Q. Please state your name, position, and business address.

4 A. My name is Donna H. Mullinax. I am employed as Vice President and Chief Financial Officer

5 ("CFO") by Blue Ridge Consulting Services, Inc. ("Blue Ridge"). My business address is 114

6 Knightsbridge Road, Travelers Rest, South Carolina 29690.

7

8 Q. Please describe your educational background.

9 A. I graduated with honors from Clemson University with a Bachelor of Science in Administrative

10 Management and a Master of Science in Management. I am a Certified Public Accountant

11 ("CPA"), Certified Internal Auditor <"<21A"), a Certified Financial Planner ("CP'P")» and a

12 Chartered Global Management Account ("CGMA") designation holder. I am a member of do

13 South Carolina Association of Certified Public Accountants, the American Institute of Certified

14 Public Accountants, and the Institute of Internal Auditors.

15

16 Q- Please describe your professional experience.

17 A. I haveover 36 years of professional experience. I have held the position office President and

18 CFO for the last 20 years and have served on various Boards of Directors. As Vice

19 President/CFO, I have been responsible for all aspects of finance and administration including

20 accounting, cash management, tax planning and preparation, fixed assets, human resources,

21 and benefits for my current employer and my previous employer, Hawks, Giff els, & Pulliin 5

22 Inc. ("HGP").

23



Direct Testimony of Donna H. Muliinax
Docket No. E-04204A-15-0142
Page 2

1 In addition to my corporate responsibilities, I have been a utility industry consultant

2 for the last 22 years. My consulting assignments include management, Financial, and

3 compliance audits, due diligence reviews, prudence reviews, and economic viability and

4 financial studies. Other projects include numerous rate cases for natural gas and electric utilities

5 and litigation support for various construction claims. I have worked with public service

6 commissions, attorneys general, and public advocates 'm Colorado, Connecticut, Delaware,

7 District of Columbia, Hawaii, Illinois, Maryland Massachusetts, Michigaaxn, Missouri, Nebraska,

8 New York, North Dakota, Ohio, Oregon, and Utah.

9

10 From 1991 to 1993, I worked with Cherry, Bekaen & Holland CPAs as a senior

11 accountant and accounting supervisor. My responsibilities included financial and compliance

12 audits, financial reporting, and tax return preparation. From 1988 to 1991, I was a sales

13 representative for Smith, Kline and French Pharmaceutical Company.

14

15 I worked with Milliken and Company, a large privately held textile and chemical

16 company, from 1979 through 1988. As head of due Quality Assurance Department, I was

17 actively involved in numerous operations' audits supporting Mi]]iken's Quality Program. As

18 the Technical Cause Analyst, I analyzed complex quality and producion problems to develop

19 corrective actions through advanced statistical and problem-sol techniques. I conducted

20 training seminars for production associates and management on statistical quality control

21 techniques. I held various production management positions with the responsibility of

22 controlling cost, schedule, production, and quality within areas under my control.

23
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Direct Testimony of Donna H. Mullinax
Docket No. E-04204A-15-0142
Page 3

1 Q. Have you included a more detailed description of your qualifications?

2 A. Yes. A description of my qualifications is included as Attachment DHM-1 .

3

4 Q- On whose behalf are you testifying?

5 A. I am testifying on behalf of the Utilities Division Staff ("Staff") of the Arizona Corporation

6 Commission ("ACC" or "Commission").

7

8 Q. Have you previously testified before the Arizona Corporation Commission?

9 A. No. I have not testified before this Commission.

10

11 Q. In what other jurisdictions have you previously appeared as a witness or filed

12 testimony?

13 A. I have testified in Colorado, Delaware, Maryland, Michigan, and Nebraska. I have also

14 supported other experts' testimonies in numerous other jurisdictions and have served as an

15 advisor to the Commission and Staff for the District of Columbia Public Service Commission

16 for a number of gas and electric proceedings.

17

18 Q. What is the purpose of the testimony you are presenting?

19 A. The purpose of my testimony is to address the rate base, adjusted net operating income, and

20 revenue requirements proposed by UNS Electric, Inc. ("UNSE" or "Company").

21

| | | lllllllllllllIIIIII H l u W l uumuuuuu H l l

llIIu



Direct Testimony of Donna H. Mullinax
Docket No. E-0420-4A-15-0142
Page 4

1 Q. Are you presenting any exhibits in oonnedon m'tll your direct testimony in this
3

z proceeding?

3 A. Yes. Attachment DHM-2 includes Staffs accounting schedules. Attachments DHM-3 through

4 DHM-20 are copies of selected documents that are referenced in my testimony.

5

6 Q. How are Staffs accounting schedules organized?

7 A. Staffs accounting schedules included in Attachment DHM-2 are organized into summary

8 schedules and adjustment schedules. The schedules consist of Schedules A, A.1, B, C, D, D.1,

9 E,land E-1 through E-10.

10

11 Q. What is shown on Schedule A?

12 A. Schedule A presents the overallsummaryreflecting all of the Staff adjustments and due change

13 in the Company's revenue requirement needed for the Company to have the opportunity to

14 cam Staffs recommended rate of return on Staffs proposed Original Cost and Fair Value rate

15 bases. The rate base and operating income amounts are taken from Schedules B and C,

16 respectively. The overall rate ofreturn, as presented by Staff witness Elijah Abinah, is provided

17 on Schedule D for convenience.

18

19 Q. What is shown on Schedule A-1?

20 A. Schedule A-1 presents Staffs gross revenue conversion factor ("GRCF"), which is used to

21 convert the net operating income deficiency into a revenue deEcien<:y amount. The conversion

22 factor grosses up the revenue needed to be collected from customers to recognize that more

I



Direct Testimony of Donna H. Mulhhnax
Docket No. E-04204A-15»0142
Page 5

than one dollar in gross revenue is needed for each dollar of net operating income to take into

account the imposition of taxes on those earnings.

The GRCF also recognizes that some revenues will not be collected and must be

recognized as bad debt. Schedule A~1 includes a Staff adjustment to remove the unusual and

nomecurdng reserve for die bankruptcy of a large mining company from the derivation of the

Uncollectible Revenues used in the GRCF as discussed in Staffs adjustment for Bad Debt

(Schedule E-2). Staffs adjustment reduces the GRCF from 1.6084 to 16070.

10 Q_ What is shown on Schedule B?

11 A. Schedule B presents UNSE's proposed test year on'g3na1 Cost Rate Base ("OCRB") and

Reconstruction Cost New Less Depreciation ("RCND") rate base. Staffs recommended rate

base adjustments are also sumlnaizized to derive the "As Adjusted by Staff" OCRB and RCND

balances. Staffs recommended adjustments are addressed separately in this testimony and are

included within the E Schedules. The OCRB and RCND are used to determine the Fair Value

Rate Base ("FVRB"). Schedule B shows the derivation of the FVRB.

18 Q. How was the Fair Value Rate Base determined?

19 A. As shown on Schedule B. the FVRB was determined by averaging the OCRB and RCND,

giving equal weight to both consistent with prior Commission practice.



Direct Testimony of Donna H. Mullinax
Docket No. E-04204A-15-0142
Page 6

1 Q. How did the Company develop the Reconstruction Cost New Less Depreciation?

2 A. The RCND rate base is derived from the Reconstruction Cost New ("RCN") and adjusted for

3 book depreciation. The RCN is the estimated cost of constructing the Compony's property at

4 today's cost levels. A trending study establishes an index number that represents a ratio

5 between the cost of an item in the year it was put in-service (or vintage)and its cost at a base

6 period. The indices are applied to the Company'soriginal cost to estimate the reconstruction

7 or reproduction cost at current levels. Once the RCN is established, it is multiplied by a net

8 book value percentage, which is the original cost less depreciation divided by original cost, to

9 develop the RCND.'

I

10

11 Q. What is shown on Schedule C?

12 A. The first column in Schedule C is UNSE's adjusted test year net operating income. Staffs

13 recommended adjustments to UNSE's adjusted test year revenues and expenses are

14 summarized, with each adjustment addressed separately, in this testimony, and included within

15 the E Schedules. The last column provides the "As Adjusted by Staff" test year net operating

16 income.

17

18 Q. What is shown on Schedules D and D-1?

19 A. Schedule D summarizes the capital structure and cost of capital proposed by the Company and

20 the capital structure and cost of capital recommended by Staff witness Elijah Abinah. Schedule

21 D-1 isolates the impact on revenue requirements for the difference in UNSE's proposed capital

22 structure and cost of capital and that recommended by Staff.

1 Direct Testimony of David Lewis, page 5, line 16 through page 6, line 23.



Direct Testimony of Donna H. Mullinax
Docket No. E-04204A-15-0142
Page 7

1 Q. What is shown on Schedule E and Schedules E-1 through E-10?

Schedde E summarizes Staffs adjustments to rate base and operating income (revenues less

expenses). Schedules E-1 through E-10 provide further support and calculations for the

adjustments Staff is recommending.

6 REVENUE REQUIREMENT

Revenue Regzfire/fren! Propofad BJ UNK 18/ecffif, Ina

8 Q. What revenue increase has been requested by UNSE?

UNSE is requesting an iNcrease in base rate revenues of $22.6 million, or approximately 15.4

percent, based on UnsEe's adjusted retail electric revenues at current rates of $147.1 million.

This increase will be offset by a proposed $14.9 million reduction in fuel costs and revenues

due to the Company's acquisition of a 25 percent interest in Gila River Power Plant Unit 3

("Gila River"), lower power market costs, and adjustments to test year sales. UNSE's proposed

base rates also will include $4.3 million in transmission costs currently being recovered through

the Transmission Cost Adjustor ("TCA"). The combination of these elements results in a $3.5

mi}]ion retail revenue increase.

In addition, UNSE is proposing a one-year credit to the purchased power and fuel

adjustment clause ("PPFAC") to reflect the deferred savings accrued result of theas a

Accounting Order related to the acquisition of Gila River (estimated at $9.3 nn.f11ion).2 As a

result of these factors, UNSE's request would decrease revenues by approximately $5.8 million,

or 3.6 percent, in the first year after new rates take effect Once that temporary credit expires,

2 Decision No. 74911, datedjanuary 22, 2015_
3 UNSE Application, dated May 5, 2015, page 1-2.
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summa of Requested Retail Rate Impact
Yr. 1 Yr, 2

s
Less :

22,622

14,29z)=

(14,870)
»s 19,3001 s

$ 15.84111 s

Requested Non fuel Increase

TCA Added To Base Rate s

Reducion in Base Fuel Rates

Gila River Deferred Savings lest.)

net (Reduction)/Additional Retail Revenue 3,46o

Test Year Adjusted Retail Revenue

[Excluding TCA Revenue)

PlUS:

s 147,107

4,292

12.345 .

s 163,744

2.11%

Revenue paid Though TCA Tracks r

Base Fuel Changes Due to Gila 84 Market

Rate Changes

Test Ye Ar Adiustegl Retail Revenue

Percentage Impact

s 163,744

-3.57%

Direct Testimony of Donna H. Mullinax
Docket No. E-04204A-15-0142
Page 8

1 one year after new rates take effect, the Company's proposal would increase retail revenues by

2 approximately $3.5 million, or 2.1 percent.4

3

4 The followixn table was provided by the Company and reflects the Company's

5 proposed Requested Retail Rate Impact.

6
7

Table 1: UNSE Proposed Retail Rate Impacts
(Thousands of Dollars)

8
9

10 Revenzze Rfquinwzent Reawnmended By 5laj"

11 Q- What revenue increase does Staff recommend?

12 A . Staff recommends a base rate increase of no more than $18.1 million on FVRB.

13

4 Direct Testimony of David Hutchins, page 3, line 22 through page 4, line 1.
5 UNSE Application, dated Maxy 5, 2015, page 6.

- 1 1 - I | ||
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Description Company Staff Difference
O . al Cost of Rate Base 272,01355 270,1893 (1,824)35
RCND Rate Base 439,42735 457,603s $ 1,824
Fair Value Rate Base $ 355,720 353,896$ 35 1,824

Direct Testimony of Donna H. Mullinax
Docket No. E-04204A-15,0142
Page 9

1 Tat! Year

E
2 Q . What test year is being used in this case?

3 A. UNSE has based its revenue requirement on a historical test year ended December 31, 2014.

4 StafFs calculations use the same historical test year.

5

6 ADJUSTMENTS TO RATE BASE

7 Q. Have you prepared a schedule that summarizes Staffs proposed adjustments to rate

8 base?

9 A. Yes. The adjusted rate base is Showll on Schedule B and Staff's adjustments tO UNSE's

10 proposed rate baseare provided on Schedde E. A comparison of the Company's proposed

11 rate base and Staffs recommended rate base on Original Cost and Fair Value is shown in the

12 following fable.

13
14

Table 2: Comparison of UNSE's Proposed and Staffs Recommended Rate Base
(Thousands of Dollars)

15

16

17

18 Q . Are there any of the Company's rate base adjustments to which Staff is not proposing

19 an adjustment?

20 A. Yes. Staff is not recommending a modification to the following UNSE rate base adjustments:

21 Acquisition Discount Adjustment

22 Accumulated Deferred Investment Tax Credit ("ITC")

23 Accumulated Deferred Income Tax ("ADIT")

llllll
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Direct Testimony of Donna H. Mullinax
Docket No. E-04204A-15-0142
Page 10

1 Fortis Rate Base Adjustment

2 Asset Retirement Obligation ("ARO")

3

4 Q. Is the Company requesting recovery for any post-test year plant?

5 A. No. UNSE is not requesting a post-test-year adjustment to include plant that would be used

6 and useful prior to a new rate order."

7

8 Q. Are all additions to plant used and useful?

9 A. Staffs engineering assessment found that the plant inspected was used and useful. Staff witness

10 Howard Solganick presents the engineering assessment.

11

12 Q- What adjustments is Staff recommending to UNSE's proposed rate base?

13 A. Staff recommends adjustments to Cash Working Capital, Prepaid Directors 8: Officers

14 ("D&O") Liability Insurance, and Gila River Deferred Cost Accumulated Depreciation.

15

16 Cash Working Capital

17 Q. Please explain your adjustment E-1 - Cash Worldmlg Capital.

18 A. The Company's proposed rate base includes Cash Worldng Capital, which was developed

19 through the preparation of a 1ead~lag study. Staffs adjustment updates the revenue and expense

20 components of the Company's lead-lag study to reflect Staffs adjustments that are discussed

21 within this testimony. Swf fs adjustment to Cash Working Capital increases judsdictionad rate

22 base by $192,930.

6 Direct Testimony of David Lewis, page 15, lines 18-22.
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1 Q. Is the Company's lead/lag study reasonable and in compliance with past Commission

2 preferences?

3 A. Yes. The Company's lead/lag study is wet] documented. Revenue lags and payment leads and

4 lags are not out of line.

5

6 Pfzpaid Dirzfctan` and Ojiceff LiabM3' Insurance

7 Q. Please explain your adjustment to rate base identified as adjustment E-6 - Prepaid

8 Directors and Officers Liability Insurance.

9 A. This adjustment removes one-half of the prepaid D&O Liability Insurance the Company

10 included within rate base. The adjustment is made to be consistent width the adjustment to

11 D&O Liability Insurance expense discussed later. The adjustment reduces jurisdictional rate

12 base by $16,778.

13

14 Gila River Deferred Colt aawnzulaled D4f>reciation

15 Q- Please explain Staff adjustment E-10 - Gila River Deferred Cost Accumulated

16 Depreciation.

17 A. Staff witness Barbara Keene presents Staffs Gila River Deferred Cost Accumulated

18 Depreciation Adjustment. The adjustment reduces rate base by i$2,000,000.

19

fun



Description Company Staff Difference
Revenues 148,9358 $ 156,716 $ 7,782
Expenses 8 140,889 $ 148,180 s 7,290
Operating Income 35 8,045 8,537$ 491$8

Direct Testimony of Donna H. Mullinax
Docket No. E-042.04A~15-0142
Page 12

1 ADJUSTMENTS TO OPERATING INCOME

2 Q. Have you prepared a schedule that summarizes Staffs proposed adjustments to

3 Operating Income?

4 A. Yes. The adjusted operating income is shown on Schedde C, and the adjustments to UnSEe's

5 test year revenue and expenses are shown on Schedule E. A comparison of the Company's

6 proposed operating income and Staffs recommended operating income is shown in the

7 following table:

8
9

Table 3: Comparison of UNSE's Proposed and Sta£f's Recommended Operating Income
(Thousands of Dollars)

10

11

12

13 Q. Are there any of the Company's operating income adjustments to which Staff is not

14 proposing an adjustment?

15 A. Yes. Staff is not recommending a modification to the following UNSE Operating Income

16 adjustments:

17 LFCR

18 Non-Retail Revenue, Fuel & Purchased Power

19 Weather Normalization

20 REST 8c DSM
o

21 Pension and Benefits

22 Retiree Medical
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I Rate Case Expenses

2 Depreciation and Amortization Expense

3 Property Tax

4 Membership Dues

5 Gila River Deferred Costs

6 Fortis Acquisition Costs

7 Other Revenue

8 Gila River O&M And Outages

9

10 Q~ What adjustments is Staff recommending to UNSE's proposed Operating Income?

11 A. Staff is recommending adjustments to Customer Annualization, Bad Debt Expense, Injuries

12 and Damages, Payroll Expenses, Payroll Taxes, Incentive Compensation, D&O Liability

13 Insurance, Interest Synchronization, Purchased Power 8: Fuel Adjustment (PPFAC), and

14 OATT.

15

16 Cu.ffomerAnnua5 a!i0n

17 Q- Is Staff recommending an adjustment to the current base rates for customer

18 Annualization?
1

19 A. No. Staff is not recommending an adjustment to the Company's revenue requirements for

20 Customer Annualization. However, Staff is recommending that the Company monitor

21 revenues and file quarterly reports with the Commission.

22
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1 Q. Why is Staff recommending monthly monitoring of revenues?

2 A. The Company's Customer Annualization Adjustment reflected a change in the number of

3 customers in the various classes. The Residential and Small General Service experienced

4 increases, but the larger classes experienced reductions that will have a significant impact on

5 sales levels due to the loss of two large customers in the current Large Power Service C1asses.7

6 The total sales loss, based on the test year and adjusted for unbilled sales, is 64 Gwen. The

'7 corresponding revenue amount (excluding REST, DSM, taxes and assessments) is $6.21ni11ion.8

8 Should the facilities of these two customers reopen, revenues will increase substandaHy.

9

10 Q. How should the Commission monitor UNSE's revenues?

11 A. Staff recommends that the Commission require UNSE to file quarterly reports that include

12 monthly revenue data from the previous period. This infonnation should be 81ed, as a

13 compliance item in this docket, no later than the first of each month beginningjanuary 1, 2017,

14 and continue until UNSE Eyes its next rate case application.

15

16 Bad D981 Eaqbenye

17 Q. Please explain Staff adjustment E-2 - Bad Debt Expense.

18 A. Consistent with the last rate case, the Company normalized bad debt expense using a three-

19 year average retail expense ratio. This ratio is based upon retail revenues and bad debt expense

20 Staff recommends that the Company average the dollar amounts to derive the Average Retail

21 Expense Ratio instead of averaging the averages.

1 Direct Testimony of Craig Jones, page 68, lines 9-16.
8 UNSE response to STF 20.11 (Attachment DHM-20) .
9 UNSE response to UDR 1.001 Ix1come~Bad Debt Expense (Attachment DHM-4).
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Year Bad Debt Bankruptcy
Adjusted
Bad Debt

2012 $ 518,681 $ 518,681
2013 $ 310,216 $ 310,216
2014 $ 863,828 $ (450,000) $ 413,828

111-1

Direct Testimony of Donna H. Mullinax
Docket No. E-04204A-15-0142
Page 15

1 Staffs adjustment removes a $450,000 reserve from the 2014 Bad Debt Expense related

2 to the bankruptcy of a large mining company as shown in the following table.

3 Table 4: Bad Debt Expense Removing Reserve for Baankiruptcy

4

5

6 The recording of such a large Bad Debt reserve is an atypical, unusual, and nor]recurring

7 event that should be removed from a normalizing adjustment. Staffs adjustment increases

8 Operating Income by $82,126.

9

10 Q. Does this adjustment also impact the gross revenue conversion factor?

11 A. Yes. Removing the unusual and nonrecurring reserve for the bankruptcy of a large mining

12 company from the derivation of the Average Retail Expense Ratio also impacts the percent of

13 Uncollectible Revenues used in the Gross Revenue Conversion Factor shown on Schedule A-

14 1. Star£'s adjustment reduced the ratio from 0.3438 percent to 0.2543 percent.

15

16 I1y'z¢1ie.v and Damages

17 Q- Please explain Stay adjustment E-3 - Injuries and Damages.

18 A. The Company nonxtnalized the test year injuries and damages using a three-year average as

19 shown in the following table.

20

>

10 UNSE response to UDR 1.053 (Attachment DHM5).
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Year
Workers

Comp
Injuries 8:
Damages Total

2012 $ 22,670 $ 10,000 $ 32,670
2013 $ 62,687 $ 1,071,000 $ 1,133,687
2014 $ 27,797 $ s 27,797

Average s 37,718 $ 360,333 $ 398,051

Year
Workers

Comp
Injuries &
Damages Total

2012 22,670$ $ 10,000 $ 32,670
2013 $ 62,687 $ 71,000 $ 133,687
2014 $ 27,797 $ $ 27,797

Average $ 37,718 $ 27,000 $ 64,718

Direct Testimony of Donna H. Mullinax
Docket No. E-04204A-15~0142
Page 16

1 Table 5: UNSE Normalized Injuries & Damages"

2

3

4 Staffs adjustment removes a $1,000,000 insurance deductible paid out for an accident

5 in 2013 that was included within the three-year average resulting 'm the following three-year

6 average.

7 Table 6: Staffs Adjustment to Injuries 8: Damages

8

9

10 As stated by the Company, "Normalization adjustments reflect that the recorded Test-

11 Year operating revenues and expenses may not be representative of a normal level for

12 ratemaking purposes. Certain events may have affected recorded transactions in an atypical

13 manner_"12 Paying out a $1,000,000 insurance deductible is atypical, unusual, and nonxecurdng

14 and shod not be included in future rates. Staffs adjustment results in an increase to Operating

15 Income of $207,954.

16

** UNSE response to UDR 1.001 Income-Injmies and Damages (Attachment DHM-6).
12 Direct Testimony of David Lewis, page 12, lines 10-13.
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Payroll Expefzre mad Pqyrvll Taxer;

2 Q- Please explaaninStaff adjustment E-4 - Payroll Expense

Incentive Compensation dollars were included in both 08¢1VI Payroll and the Company's

Incentive Compensation adjustment. Staff's adjustment for Payroll Expense removes the

incentive compensation amounts from payroll and makes the adjustment within the Incentive

Compensation adjustment.

8 Q. Please elaborate.

The Company's Payroll adjustment is based on a two~year average of Total O&M Payroll with

an incremental 2 percent wage increase for 2015 and 2016. The def i led work papers

developing the Total O&M Payroll for 2013 and 2014 were found to include amounts for

I

incentive compensation totaling $145,417 and $134,246, respectively. The amounts represent

50 percent of the non-executive short-tenn incentive compensation consistent with past

Commission precedent.13 Removing incentive compensation from the Payroll Adjustment

increases Operating Income by $591,068 (including the payroll tax impact) .

Incentive Congbenfation Enqaense

18 Q. Please explainStaff adjustment E-5 - Incentive Compensation.

The Company is seeking 100 percent recovery of short-tenn incentive compensation for

uuclassiiied employees, officers, and senior management based on a three-year average (2012~

2014). The Company's adjustment also includes an expected increment increase of 2 percent

13 UNSE response to STF 6.12 (Attachment DHM-8).
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1 for 2015, 2016, and 2017. The Company's adjustments bring the total incentive compensation

2 to $326,753 (including payroll taxes)."'

3

4 Beyond the potential for double counting of Incentive Compensation in both this

5 adjustment and the Payroll Expense addressed in Staffs Payroll Expense Adjustment, Staff has

6 a number of other concerns about the Company's incentive compensation adjustments.

7

8 First, incentive compensation is normalized based on the three-year average. The

9 nornlaHzlmg of incentive compensation shod be consistent with the approach used by the

10 Company for Payroll Expense. The Company normalizes Payroll Expense using a two-year

11 average; incentive compensation should also be normalized in the same manner.

12

13 Second, amounts that are not known and measureable should not be included in the

14 Incentive Compensation adjustment. The Company stated that the 2017 merit increase is not

15 yet known and measureab1e.'5

16

17 Third, the Company's Incentive Compensation includes 100 percent of the costs which

18 is inconsistent with prior Commission practice that has required Incentive Compensation

19 expense to be shared 50/50 with shareholders.

20

14 UNSE response to UDR 1,001 Income-Incentive Compensation (Attachment DHM-10).
15 UNSE response to STF 6.15 (Attachment DI-LvI-11).
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1 Q- What does Staff recommend?

There are several parts to Staffs adjustment. First, Incentive Compensation should be

normalized similar to Payroll Expense. Thus, Staffs adjustment uses a two-year average instead

of the dues-year average used by the Company.

Second, Staff recommends that the 2017 merit increase be excluded as not known and

measureable. Payroll Expense included the known and measureable increases for 2015 and

2016, and Incentive Compensation should be consistent with the Company's treatment of

Payroll Expense.

Finally, Incentive Compensation should be shared with shareholders. Thus, Staffs

adjustment reduces Incentive Compensation by half; to 50 percent.

14 Q- Please explain why shareholders should share in the incentive compensation program.

Incentive compensation programs can provide benefits to both shareholders and ratepayers.

The removal of 50 percent of the Incentive Compensation expense provides an equal sharing

of those costs and provides an appropriate balance between the berets attained by both

shareholders and ratepayers.

Please describe UNSE's Incentive Compensation Program.

All UNSE nonunion employees participate in UNSE's short-tenn incentive program, or

Performance Enhancement Plan ("PEP"), which is tied to annual compensation. The financial

and other metrics for the Company's 2014 short-term incentive compensation program were:

|
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1 Financial - 50 percent

2 o Net Income - 40 percent

3 O O&M Cost Containment ..... 10 percent

4 Excellent Operations and Safe Work Environment - 50 percent

5

6 The Company stated that "The Compensation Committee selected the goals and

7 individual weights for the 2014 PEP to ensure an appropriate focus on profitable growth and

8 expense control, as well as operational and customer service excellence, and process

9 improvements. This balanced scorecard approach 'encourages all employees to work toward

10 common goals that are in the interests of UNS Enemy's various stakeho1ders."'6

11

12 The scores from each goal are totaled and then multiplied by the target bonus of each

13 employee to determine the total available dollars to be paid out. Target bonus percentages, as

14 a percent of base salary, range from 3 percent to 14 percent for unclassified employees and

15 from 20 percent to 25 percent for senior management level employees."

16

17 Q. Is the Colnpany's adjustment for Short-Term Incentive Compensation consistent with

18 prior rate case Orders?

19 A. No. Although the revenue requirement in UNSE's most recent rate case was settled and

20 approved in Decision No. 74235 (September 30, 2013), Staffs direct testimony prior to

21 settlement recoimnended continuing the 50 percent allocation for UNSE's incentive

22 compensation expense to shareholders as had been ordered by the Commission in Decision

16 UNSE response to UDR 1.034 (Attachment DHM-12).
17 UNSE response to UDR 1.034 (Attachment DHM-12).
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1 No. 71914 (September 50, 2010). Decision No. 71914 set forth the basis for the 50 percent

2 allocation at pages 27-29:18

3
4
5
6
7
8
9

10
11
12

'We believe that the Staff and RUCO recormnendations, to require a
50/50 sharing of incentive compensation costs, provide a reasonable
balancing of the interests between ratepayers and shareholders. The
equal sharing of such costs recognizes that the program is comprised
of elements that relate to the parent company's financial performance
and cost containment goals, matters that primarily benef it
shareholders, while at the same time recognizing that a portion of the
program's incentive compensation is based on meeting customer
service goals. This offers the opportunity for the Company's
customers to benefit from improved performance in that area." 19

13 Q. What is the reason the Company gives for its request to recover 100 percent of its Short-

14 Term Incentive Compensation despite prior Commission orders?

15 A. The Company stated that the Commission allowed recovery of 100 percent of Arizona Public

16 Service Company ("APS") in Decision No. 69663 (dated ]ume 28, 2007), page 37.20

17

18 Q. Has Staff previously recommended and the Commission adopted the sharing of short-

19 term incentive compensation between ratepayers and shareholders?

20 A. Yes. For example, in reaching its conclusions regarding SWG Management Incentive Plan

21 ("MIP") the Commission stated in part on page 18 of Decision No. 68487 that:

i

22
23
24
25
26
27
28
29
30

We believe that Staffs recommendation for an equal sharing of the
costs associated vsdth MIP compensation provides an appropriate
balance between the berets attained by both shareholders and
ratepayers. Although achievement of the performance goals in the
MIP, and the benefits attendant thereto, cannot be precisely quantified
there is little doubt that both shareholders and ratepayers derive some
benefit from incentive goals. Therefore, the costs of the program
should be borne by both groups and we find Staffs equal sharing
recommendation to be a reasonable resolution.

xo UNSE response to UDR 1.062 (Attachment DHM-12).
19 Docket No. E-04204A-09-0206, Decision No. 71914, page 28.
20 Direct Testimony of David Lewis, page 29, line 19 through page 30, line 6.

-
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1 And, in Decision No. 70011 at page 27, the Commission stated:

2
3
4

We believe that Staffs recommendation provides a reasonable balance
of the interests between ratepayers and shareholders by requiring ch
group to bear half the cost of the incentive program.

5 The Commission again accepted Staffs recommendation in Decision No. 70360, page 21 :

6
7
8
9

10
11
12

Consistent did; our finding 'm the UNS Electric rate case (Decision
No. 70011, at 26-27), we believe that Staffs recommendation provides
a reasonable balancing of the interests between ratepayers and
shareholders by requiring each group to bear half the cost of the
incentive program Given that the arguments raised in the UNS
Electric case are virtually identical to those presented in this case, we
see no reason to deviate from that recent decision.

13

14 Q. Is the Company's argument in this proceeding a different argument from that presented

15 in the last base rate case?

16 A. No. The Company used the same reasoning in the last base rate case.

17

18 Q. Has the Company's Short-Term Incentive Compensation materially changed since the

19 last UNSE rate case that would warrant a different decision?

20 A. No. The Company did not present any material changes to its short-term incentive plan that

21 would warrant reconsidering past Commission practice.

22 E

23 Q. Please summarize Staffs recommended adjustment regarding UNSE's Short-Term

24 Incentive Compensation Program.

25 A. Incentive Compensation is normalized using two years rather than three years. In addition, the

26 2017 merit increase was excluded as not known and measureable. Furtimer, Incentive

27 Compensation was reduced by half for the portion to be shared with shareholders. Therefore,

28 Staffs adjustment increases Operating Income by $100,178.
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1 Diretlonf and Ojiwrx Liabiégf Insurance

2 Q Please explain Staff adjustment E-6 - D&O Liability Insurance.

3 A. This adjustment removes one-half of the D&O Liability Insurance expense. The removal of

4 one-half of this expense reflects a sharing of dais insurance between shareholders and

5 ratepayers. StafFs adjustment increases Operating Income by $12,495.

6

7 Q . W hy should the cost of  D8cO Liabi l i ty Insurance Expense be shared between

8 shareholders and ratepayers?

9 A. D&O Liability Insurance protects the officers and directors firm the costs of a lawsuit.
|

10 Shareholders benefit from payouts under the policy that would reduce due cost not recoverable

11 from ratepayers. On the other hand, ratepayers benefit because having the insurance improves

12 the ability of the Company to attract and retain qualified directors and officers and enables the

13 directors and officers to make decisions without fear of personal liability. As a resit, it is

14 reasonable for shareholders to bear some of the cost of D&O Liability Insurance.

15

16 Q. Was this adjustment made in the last rate case?

17 A. Yes. Although the revenue requirement in UNSE's most recent rate case was settled and

18 approved in Decision No. 74235 (September 30, 2013), Staffs direct testimony prior to

19 settlement recommended sharing the D840 Liability Insurance 'between consumers and

20 shareholders by reducing it by 50 percent.

21
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I Q. Did the Company make an adjustment to D840 Liability Insurance?

2 A. Yes. The total D&O Liability Insurance for 2014 was $145,954, which was a substantial

3 increase from prior years (2012 858996, 2013 $69,423)21. The Company explained that

4 included within the 2014 amount of $145,954 was $105,899 related to the additional run-off

5 insurance expense that was recognized due to the merger with Fortis. These costs (i13109,095

6 including taxes) were excluded in the Fortis Acquisition Cost adjustment, leaving a net amount

7 of D&0 Liability Insurance of $40,055 ($145,954 less i$105,899) in the test year." However,

8 there is no indication that the Company made the adjustment to share the expense between

9 shareholders and ratepayers as had been done in the last rate case.

10

11 Q- Is there a related adjustment to rate base?

12 A. Yes, an adjustment was made to remove one half of the prepaid component of the D&O

13 Liability Insurance included in rate base.

14

15 Interest SJ/ne/Jmnizgation

16 Q- Please explain Staff adjustment E-7 - Interest Synchronization.

17 A. The interest synchronization adjustment synchronizes the rate base and cost of capital with the

18 tax calculation. The adjustment applies the weighted cost of debt to the calculation of test year

19 income tax expense. The result is an adjustment to the amount of synclnonized interest

20 included in the tax calculation. The adjustment reduces the Operating Income by $15,085.

21

21 UNSE Supplemental Response to UDR 1.059 (Attachment DHM-14)
22 UNSE response to STP 16.05 (Attachment DHQM-15).
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1 Pufv/9a.red Power and Foe/Aajzutment

2 Q~ Please explain Staff adjustment E-8 - PPFAC.

3 A. Staff witness Barbara Keene presents Staffs Purchased Power and Fuel Adjustment. The

4 adjustment has no net impact on Operating Income.

5

6 oATer

7 Q . Please explainStaff adjustment E-9 - OATT .

8 A. Staff witness Eric Van Epos presents Staffs OATT adjustment. The adjustment increases

9 Operating Income by $12,431.

10

11 Seruiw He:

12 Q . Does Staff recommend any other adjustments to Operating Income?

13 A. Possibly. The Company has revenue associated with Service Fees that will need to be trued up

14 based on the Final rate design.

15

l 16 Missed/laneous 18x}>en.5e.r

17 Q . Did Staff review any other expense items that were not adjusted by the Company doing

18 its analysis?

19 A. Yes. Staff reviewed various expenses including those within the Company's miscellaneous

20 expenses accounts. Staff found a number of items that required additional discovery to fully

21 understand whether they were appropriately included within the Company's revenue request.

22
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1 Q. Does Staff recommend any adjustments associated with this review of miscellaneous

2 expenses?

3 A. No.

4

5 FORTIS ACQUISITION COSTS

6 Q. Did the Company address the rate case related conditions in the Fortis/UNS Energy

7 merger settlement agreement?

8 A. Yes. There were 66 settlement conditions within the Settlement Agreement that the

9 Commission approved in Docket Nos. E-04230A-14-0011 and E-01933A-14-0011 in Decision

10 No. 74689(August 12,2014). The Company's direct testimony identified and reported on its

11 compliance to 14 settlement conditions." The Company explained that it reported on the

12 settlement conditions that were rate case related in this proceeding. The Company will report

13 on its compliance with the other settlement conditions in an Annual Reporting anticipated to

14 be Bled on Apdl 1, 2016, in compliance with Condition No. 43 of the Settlement Agreement."

15

16 Q. Is the Company in compliance with the settlement conditions that it reported on in this

17 proceeding?

18 A. Yes. The rate case related settlement conditions reported on by the Company require the

19 removal of any recovery of costs associated with the merger. The Company is in compliance

20 with the following conditions'

23 Direct Testimony of Kenton Grant, page 13, line 11 through page 16, line 18, and UNSE response to STP 16.14

(Attachment DI-IM-17) .
24 UNSE response to STF 19.1 (Attachment DHM-18).
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1 Condition 5: The Company is not seeking recovery of or on any acquisition premium

2 or goodwill amount in this rate proceeding.

3 Condition 6: The revenue requirement does not include any allocated Fortis costs.

4 Condition 7: The revenue requirement does not include costs for shareholder litigation

5 related to the merger to ratepayers.

6 Condition 8: The revenue requirement does not include recovery of or on the

7 transaction and transition costs associated with the merger.

8 Condition 8 (additional element): The revenue requirement does not include recovery

9 of any Change of Control and Retention payments related to the merger.

10 Condition 9: The revenue requiteanent does not include impacts of any fluctuations in

11 foreign exchange rates and any incremental taxes arising from its international

12 ownership structure.

13 Condition 10° Fortis has not made an acquisition since the approval of the Fortis/UNS

14 Energy merger that has had any material adverse impact on UNSE.

15 Condition 11: The revenue requirement in this case does not include any increase in

16 the total compensation of the Senior Management Personnel. The 11 executive officers

17 of UNS Energy as of August 12, 2014, have been reduced to 10 due to the retirement

18 of Paul Bonavia. The portion of the compensation for those Senior Management

19 Personnel that is allocable to UNSE has been reduced.

20 Condition 12: Fords has not completed any merger or acquisition within the United

21 States since the approval of the Fortis/UNS Energy merger.
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1 Condition 13: Goodwill and transaction costs of the merger have been excluded from

2 the rate base, expenses, and capitalization 'm the determination of rates and earned

3 returns of UNSE.

4 Condition 15: The revenue requirement does not reflect any recovery or recognition in

5 the determination of rate base of any legal or Enancid advisory fees or other external

6 costs associated with the merger.

7 Condition 17: The capital structure in this docket is separate from that of Fords. The

8 Company has used UNS Electric's actual capital structure in this rate case.

9

10 Q. Are you addressing Staffs position regarding the Buy-Through Tariff that was part of

11 the settlement agreement in the acquisition of UNS Energy by Fortis?

12 A. No. Staff witness Howard Solganick will address Staffs position regarding the Buy-Through

13 Tariff in his rate design testimony.

14

15 DEPRECIATION STUDY

16 Q. Is UNSE proposing new deprecation rates?

17 A. Yes. The Company is proposing new depreciation rates based on an updated depreciation

18 study performed by Foster Associates. The new rates update the depreciation rates approved

19 by the Commission in Decision No. 71914 (September 30, 2010).25 The new depreciation rates

20 are lower for many asset accounts and result in lowering the composite depreciation rate on

is UNSE Application, dated May 5, 2015, pages 8-9.
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1 distribution plant from 3.97 percent to 1.39 percent.26 The Company's annual depreciation

2 expense would be reduced by about $7.8 million.

3

4 Q. Has the Company expressed any concerns regarding the reduction in depreciation

5 expense?

6 A. Yes. Since depreciation is a non-cash expense, the change in revenues attributable to a change

7 in depreciation impacts the Company's operating cash How." Operating cash Dow is a key

8 factor considered by credit rating agencies. The Company has expressed concern that the

9

10

reduced cash How from the depreciation expense change and the additional 840 million of debt

in late 2014 to fund a portion of the Gila River purchase and other capital expenditures

i
11 (representing a 30 percent increase in total debt) may influence its credit rating. UNSE states

12 that if the Company's rate application is approved largely as filed, UNSE's operating cash flow

13 is expected to improve over mc, even with dm proposed reduction in depreciation rates.

14 However, if the Company's proposed revenue requirement is changed in a manner that

15 materially reduces expected operating cash, the Company requests that the change in

16 depreciation rates for the Company's distribution plant be implemented over two rate cases

17 instead of one, with approximately one-half of the change being implemented in this rate case

18 and the remaining half implemented in UnSEe's next rate case."

19

26 Direct Testimony of Kenton Grant, page 12, lines 1-4.
27 Direct Testimony of Kenton C. Grant, page 11, lines 17~25.
is Direct Testimony of Kenton Grant, page 12, line 22 through page 13, line 4.
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1 Q. What is Staffs recommendation regarding the Company's proposal to split the

2 implementation cf the new depreciation accrual rates?

3 A. Staff recommends rejecting the Company's proposal to delay full implementation of the new

4 depreciation accrual rates. The Company has been over accruing depreciation on the

5 disuzibution assets and the new rates correct this simatioq,

6

7 PRGPERTY TAX DEFERRAL

8 Q. What is the Company requesting regarding property tax deferral?

9 A. UNSE is requesting authority to defer 100 percent of the Arizona property taxes above or

10 below the test year level caused by changes in the composite property tax rate and changes in

11 the Gila River valuation methodology. In addition, UNSE is requesting authority to defer all

12 costs associated with appealing Gila River property values. Beginning on the effective date of

13 the Company's next rate case, the deferral balance, whether positive or negative, would be

14 > 29amomzed over three years.

15

16 Q. Why is the Company asking for a property tax deferral?

17 A. Since property taxes are a function of property values, taxing authorities must raise tax rates to

18 maintain revenues. Total property values have seen steep declines in recent years in Mohave

19 and Santa Cruz counties. As a result of dlese property declines, property tax rates have risen.

20 For most taxpayers, lower values and higher tax rates would not necessarily change the

21 taxpayer's tax payment. However, for UNSE, the assessed value is based primarily on the book

22 value of its fixed assets, a value that is typically rising, as UNSE's annual capital expenditures

29 UNSE Application, dated May S, 2015, page 10.
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1 tend to exceed mc total annual depreciation expense. As a result, when a taxing auduority raises

2 rates, UNSE's tax payment rises. This trend is expected to continue and test year level property

3 taxes will fall short of actual paymea:1ts.3°

4

5 Q- Has the Commission granted other property tax deferrals?

6 A. Yes. The Commission approved the Tate case settlement agreement that provided a property

7 My deferral for APS in Decision No. 73183 (May 24, 2012). The Settlement defined the

8 property tax deferral as follows:

9
10
11
12
13
14

XII. COST DEFERRAL RELATED TO CHANGES IN ARIZONA
PROPERTY TAX RATE

1.

!

I

12.1 APS shall be allowed to defer for future recovery, in accordance
with the provisions of Accounting Standards Codification ("ASC")
980 (formerly SFAS No. 71), the following portions of Arizona
property tax expense above or below the test year level of $141.5
million caused by changes to the applicable Arizona composite
property tax rate (not changes in the assessed value of property),

(a) When the property tax rate increases:

• For 2012: 25% (prorated with an assumed July 1 rate effective
date) ;
•

•

For 2013: 40°/o; and

For 2014 and all subsequent years' 75%

(b) When the property tax rate decreases: 100% in all years

15
16
17
18
19
20

21
22

23

24
25
26
27
28
29
30
31
32
33
34
35

12.2 Beginning with the effective date of the Commission decision
resulting from APS's next general rate case, any final property tax rate
deferral that has a positive balance will be recovered from customers
over 10 years and any deferral that has a negative balance 'will be
refunded to customers over 3 years.

12.3 The Signatories reserve the right to review AUS's property tax
deferrals for reasonableness and prudence such that the deferrals can

30 Direct Testimony ofjason Rademacher, page 15, line 20 through page 17, line 3.
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l be recognized in accordance with the provisions ofASC-980 (formerly
SFAS No. 71l.31z

3
4
5 Q. How is UNSE's proposed property tax deferral different from that which the

6 Commission approved for APS?

7 A. For its property tax deferral, UNSE proposes recovery of 100 percent of any property tax

8 increase or decrease, whereas the APS property tax deferral has limitations based on the

9 percentage increase in the property tax rate. UNSE's proposal would recover both positive

10 and negative balance over the same d1ree~year period, whereas the APS property tax deferral

11 required the Company to recover positive balances over ten years and negative balances to be

12 reimaged to customers over three years. In addition, UNSE is requesting a property tax deferral

13 related to changes in Gila River valuation methodology and the cost of appealing the Gila River

14 value. The Company explained, "While the Settlement Agreement [referring to APS] as a whole

15 may have balanced the interest of consumers and shareholders, the property tax deferral, as a

16 stand-alone provision is not balanced. UNS Electric proposes that the Property Tax Deferral

17 stand alone as a balanced provision."32

18

19 Q. Please explain why UNSE is requesting inclusion of changes to the Gila River valuation

20 methodology and the cost of appealing its value in its property tax deferral.

21 A. The Company and the Arizona Department of Revenue ("ADOR") have taken different

22 positions on the interpretation of Arizona property tax law related to the valuation of

23 generation facilities and how the Gila River generation assets should be valued. Since UNSE

24 is not the original owner of Gila River, ADOR has taken the position that Gila Rivets valuation

31 Docket No. E-01345A_11-0224, Decision No. 73183, Exhibit A, page 16 of 22.
32 UNSE response to STF 6.22 (Attachment DHM-19).
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I) Test Year Assessed Value $59,950,520

2) Gila Assessed Value Reduction - Successful Appeal* $3,780,000

3) Adjusted Assessed Value (1 - 2) $56,170,520

4) Actual Composite Rate* * !2.5000%

1 L2370%5) Test Year Composite Rate

6) Deferral: Change in Composite Rate (3 x (4 .- 5)) $709,41 I
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I should be based upon the $50 million full cash value. UNSE has interpreted Arizona property

2 tax law to mean that the valuation should be based on the seller's cost as reported on the

3 property tax returns immediately prior to acquisition (or the net book value, which is about 829

4 million). The difference of $21 million is substantial. UNSE plans to appeal the ADOR full

5 cash value decision but must make tax payments based on the higher $50 million valuation until

6 the appeal process is complete which will take several years. Thus, UNSE is requesting

7 authority to defer property tax savings derived from appealing the Gila River full cash value

8 along with all costs associated with the appeal process."

9

10 Q. How is the Company recommending that the property deferral be calculated?

11 A. The Company has proposed the following calculation be performed for each tax year until the

12 effective date for rates in UNSE's next rate case.

13 Table 7: UNSE's Proposed Property Tax Deferral Calculation"

Please describe in more detail how the property tax deferral will be calculated.

The table below provides an example of the property tax deferral calculation that will be

done for each tax year until the e8lec1ive date for rates in UNS Electric's next rate case.

14
15
16

so Direct Testimony of_lason Rademacher, page 17, line 12 through page 18, line 20.
34 Direct Testimony ofjason Rademacher, page 19, lines 4-16.
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1 Q- What is StamPs recommendation regarding the proposed property tax deferral?

2 A. Staff recommends accepting UnSEe's proposed property tax deferral. It allows recovery for

3 items that are beyond the control of the Company and balances the interests of consumers and

4 shareholders .

5 Q- Does this conclude your direct testimony?

6 A. Yes.

|
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Professional Experience and Education
Donna H. Mullinax

Summary

Mrs. Muliinax has over thirty-six years of financial, management and consulting
experience. She has held the position of Vice President and Chief Financial Officer for the
last 20 years and served on various Boards of Directors. She has extensive experience in
project management; regulatory and litigation support; financial, administration, and
human resource management. She has performed numerous tinanciai, compliance and
management audits. Mrs. Mullinax has excellent analytical skills and report writing
capabilities. She has designed and implemented accounting and business systems and
developed policy and procedure manuals to support those systems.

Key Qualyieations and Selected Professional Experience

Financial, Administration. and Human Resource Management
As Chief Financial Officer and Vice President she is responsible for all aspects of

financial, administration, and human resources. Her responsibilities include accounting,
cash management, budgeting, tax planning and preparation, fixed assets, human resources,
and employee benefits. Records under her control have been subject to an IRS compliance
audit with no findings.

Project Management
Mrs. Mullinax has successfully managed numerous projects controlling cost,

schedule, and scope. These projects included management, financial, and compliance audits,
M8¢A due diligence reviews, economic viability studies, prudence reviews, and
litigation/regulatory support for construction contract claims and regulatory proceedings.
She works well with diverse team members and has an excellent ability to reconcile various
viewpoints and establish and maintain effective working relationships among cross-
functional teams.

I

Financial, Compliance, and Management Auditing
Mrs. Mullinax is a skilled auditor. She has performed numerous financial,

compliance, and management audits for governmental entities, businesses, and public
utilities. As a CPA and CIA, she is knowledgeable about sound internal control processes and
procedures and has made numerous recommendations for modifications to provide
reasonable assurance regarding the achievement of objectives related to (1) effectiveness
and efficiency of operations; (Z) reliability of financial records, and (3) compliance with
laws and regulations.

She has also conducted detailed base rates revenue requirements and rider
compliance audits. She has analyzed financial information and budget projections,
performed risk identification, and evaluated performance against industry benchmarks. Her
extensive professional experience allows her to effectively analyze and evaluate methods
and procedures and to thoroughly document her findings. She has successfully testified to
her audit findings.

4¢*» On behalf of the Connecticut Public Utilities Regulatory Authority, Diagnostic
Management Audit of Yankee Gas Services Company. jure 2014-April 2015. Lead
Auditor responsible for the scope areas of accounting and financial reporting, internal
audit practices, and capital/08¢M budgeting.

Page 1
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~!° Before the Nebraska Public Service Commission (NEPSC) on behalf of the Public
Advocate of Nebraska

NEPSC Application NG-0078.01, System Safety and Integrity Rider (SSIR) of
SourceGas Distribution, LLC, November 2014 - February 2015
NEPSC Application nG-0078.02, System Safety and Integrity Rider (SSIR) of
SourceGas Distribution, LLC, October 2015 - present

Project Manager and Lead Auditor. Led the review of die Company's applications for
a system safety and integrity rider for compliance to the Commission directives. The
reviews included a detailed mathematical verification and validation of support for
the revenue requirements model and reviews of proposed plant to be placed in
service and the verification of planned versus actually plant placed in service for the
prior year. Summarized the transactional testing results and calculated the impact
to the customer charge. Drafted the report including documentation of findings,
conclusions, and recommendations and coordinated the accumulation of work
papers to thoroughly support all work.

NEPSC Application NG-0072.01, Infrastructure System Replacement Cost Recovery
Charge [ISR Rider) of SourceGas Distribution, LLC May 2014-August 2014.
NEPSC Application No. NG-0074, Infrastructure System Replacement Cost Recovery
Charge [ISR Rider) of Black Hills/Nebraska Gas Utility Company, LLC, d/b/a Black
Hills Energy, }fly~November 2013.
NEPSC Application No. NG-0072, Infrastructure System Replacement Cost Recovery
Charge (ISR Rider) of SourceGas Distribution, LLC March 2013-May 2013.

Project Manager and Lead Auditor. Led the review of the Company's applications for
an infrastructure system replacement cost recovery charge (ISR Rider] for
compliance to the Nebraska Natural Gas Regulation Act. The reviews included a
detailed mathematical verification and validation of support for the revenue
requirements model and reviews of plant work order supporting the requested
recovery of utility plant in service. Summarized the transactional testing results and
calculated the impact to the customer charge. Drafted the report including
documentation of findings, conclusions, and recommendations and coordinated the
accumulation of work papers to thoroughly support all work.

°3 On behalf of the Staff of the Public Utilities Commission of Ohio (PUCO)

I Case No. 14-1628-EL-RDR: Delivery Capital Recovery (DCR) Rider Audit of Ohio
Edison Company, The Cleveland Electric Illuminating Company, and The Toledo
Edison Company (collectively, Companies), December 2014-April 2015. Project
Manager and Lead Auditor.
Case No. 13-2100-EL-RDR: Delivery Capital Recovery (DCR) Rider Audit of Ohio
Edison Company, The Cleveland Electric Illuminating Company, and The Toledo
Edison Company (collectively, Companies), December 2013-May 2014. Project
Manager and Lead Auditor.
Case No. 13-0419-EL-RDR: Distribution Investment Rider (DIR) Audit of Columbus
Southern Power Company and Ohio Power Company, d/b/a AEP-Ohio, March-
August 2013. Project Manager and Lead Auditor.
Case No. 12~2855-EL-RDR' Delivery Capital Recovery (DCR) Rider Audit of Ohio
Edison Company, The Cleveland Electric Illuminating Company, and The Toledo

Page 2
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Edison Company (collectively, Companies), December 2012-July 2013. Project
Manager and Lead Auditor.
Case No. 11-5428-EL-RDR: DCR Rider Audit of Dhio Edison Company, The Cleveland
Electric Illuminating Company, and The Toledo Edison Company (collectively,
Companies), November 2011 - May2012. Project Manager and Lead Auditor.

Led the review to ensure the accuracy and reasonableness of the Companies'
compliance with its Commission-approved infrastructure cost recovery rider filings.
The review included a detailed mathematical verification and validation of the
support of the riders' revenue requirements model, development of sensitivity
analysis that supported the PPS sampling techniques used to isolate specific plant
work order for further testing. Summarized the transactional testing results and
calculated the impact to the rider's revenue requirements. Detailed variance
analyses of historical data with investigations into any significant changes. Drafted
the report including documenting findings, conclusions, and recommendations and
coordinated the accumulation of work papers to thoroughly support all work
performed.

Case # 08-0072-GA-AIR Columbia Gas of Ohio for an increase in gas rates, April-
August 2008
Case # 07-0829-GA-AIR Dominion East Ohio for an increase in gas rates, November
2007-IulY 2008
Case # 07-0589-GA-AIR Duke Energy Ghio for an increase in gas rates. November
2007-Februrary 2008

Lead Auditor and assistant project manager. Performed a comprehensive rate case
audit of companies' gas rate filings to validate the filings, provided conclusions and
recommendations concerning the reliability of the information, and supported Staff
in its evaluation of the reasonableness of the filing. Drafted the report including
documenting findings, conclusions, and recommendations and coordinated the
accumulation of work papers to thoroughly document work performed.

6¢*4 On behalf of the Massachusetts Department of Public Utilities, Case No. D.P.U. 08-110,
regarding the Petition and Complaint of the Massachusetts Attorney General for an
Audit of New England Gas Company (NEGC), February-August 2010. Lead Auditor and
Assistant Project Manager. Conducted a management audit on how NEGC manages its
accounting and financial reporting functions and whether sufficient controls are in place
to ensure that the information included in the company's filings can be reasonably
relied upon for setting rates - areas reviewed included general accounting, financial
reporting, and internal controls; plant accounting; income tax; accounts receivable;
accounts payable; cash management; payroll; cost allocations; and capital structure.
Developed the report including documenting findings, conclusions, and
recommendations and coordinated the accumulation of work papers to thoroughly
document work performed.

0000 On behalf of the Staff of the Connecticut Public Utilities Regulatory Authority (PURA),
Docket 07-07-01: Diagnostic Management Audit of Connecticut Light and Power
Company, luiy 2008-Iune 2009, Lead Auditor and Assistant Project Manager. Performed
an in-depth investigation and assessment of the company's business processes,
procedures, and policies relating to the management operations and system of internal
controls of the company's executive management, system operations, financial

Page 3



l  M

Docket NO. E-04204A-15-0142
AXtaohment DHM-1

Page 4 of 10

Professional Experience and Education
Donna H. Mullinax

operations, marketing operations, human resources, customer service, external
relations, and support services. In addition, supported an in-depth review of the
development and implementation process of the company's new customer information
system. Developed the report including documenting findings, conclusions, and
recommendations and coordinated the accumulation of work papers to thoroughly
document all findings.

*909 Before the Oregon Public Utilities Commission (ORPUC), Docket No. UP 205:
Examination of NW Natural's Rate Base and Affiliated Interests Issues, Co-sponsored
between NW Natural, ORPUC Staff] Northwest Industrial Gas Users, Citizens Utility
Board, August 2005-january 2006, Lead Auditor and Assistant Project Manager.
Examined NW Natural's Financial Instruments, Deferred Taxes, Tax Credits, and
Security issuance Costs to ensure Company compliance with orders, rules, and
regulations of the ORPUC and with Company policies. Developed the report including
documenting findings, conclusions, and recommendations and coordinated the
accumulation of work papers to thoroughly document work performed.

Partial List ofkeports and Publications

I

U

Examination of Sourc.eGas Distribution LLC Application for Recovery of 2015
Eligible System Safety and Integrity Costs on Behalf of the Nebraska Public
Advocate, January 8, 2015
Compliance Audit of the 2014 Delivery Capital Recovery (DCR) Riders of Ohio
Edison Company, The Cleveland Electric Illuminating Company, and the Toledo
Edison Company, March 30, 2015
Management Audit of Yankee Gas Services Company, April 3, 2015
Examination of the Infrastructure System Replacement Cost Recovery Charge of
SourceGas Distribution LLC, lune 30, 2014
Compliance Audit of the 2013 Delivery Capital Recovery (DCR) Riders of Ohio
Edison Company, The Cleveland Electric Illuminating Company, and the Toledo
Edison Company, April 9, 2014
Examination of the Infrastructure System Replacement Cost Recovery Charge of
Black Hills/Nebraska Gas Utility, LLC d/b/a Black Hills Energy, October 4, 2013
Compliance Audit of the 2012 Distribution Investment Rider [DIR] of Columbus
Southern Power and Ohio Power Companyd/b/a AEP-Ohio, jure 19, 2013
Examination of the Infrastructure System Replacement Cost Recovery Charge of
SourceGas Distribution LLC, May 16, 2013
Compliance Audit of the 2012 Delivery Capital Recovery (DCR) Riders of Ohio
Edison Company, The Cleveland Electric Illuminating Company, and the Toledo
Edison Company, March zz, 2013
Compliance Audit of the Delivery Capital Recovery (DCR) Riders of Ohio Edison
Company, The Cleveland Electric Illuminating Company, and the Toledo Edison
Company, April 12, 2012
Revenue Requirements Audit of New England Gas Company, May 12, 2011
Accounting and Financial Reporting Review of New England Gas Company, August 5,
2010
Management Audit of The Connecticut Light & Power Company, May 29, 2009
Report of Conclusions and Recommendations on the Financial Audit of the Columbia
Gas of Ohio, Inc. in Regards to Case No. 08-0074-GA-AIR, August 13, 2008

Page 4
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§_5

Report of Conclusions and Recommendations on the Financial Audit of the East Ohio
Gas Company d/ b / a Dominion East Company in Regards to Case No. 07-0829-GA-
AIR, April 16, 2608
Report of Conclusions and Recommendations on the Financial Audit of Duke Energy
Ohio, Inc. in Regards to Case No. 07-0589-GA-AIR, December 17, 2007
Report of Conclusions and Recommendations of NW Natural 's Rate Base and
Affiliated Interest Issues in Support of Oregon Public Utilities Commission Docket
UM1148, December 23, 2005

Regulatory and Civil Litigation
She has provided or supported civil or regulatory testimony in Arizona, Colorado,

Connecticut, Delaware, Illinois, Maryland, Michigan, Missouri, New York, North Carolina,
North Dakota, South Carolina, Texas, and Utah. She has also served as an advisor to public
service commissioners in the District of Columbia and Connecticut. In addition to providing
analytical support, she has served as an expert witness and routinely works with other
highly specialized expert witnesses. She has developed defendable analyses and testimony
in connection with rate cases, audit findings, and other regulatory issues. She has also
supported various civil litigations including delay and disruption construction claims and
financial fraud. She has supported counsel with interrogatories, depositions, and
hearings/trials support.

Regulatory Proceedings
4° Before the Nebraska Public Service Commission (NEPSC) on behalf of the Public

Advocate of Nebraska

I NEPSC Application
2014.

NG-0078, SourceGas Distribution, LLC May 2014-November

Project Manager, Lead Auditor, and Expert Witness. Led the review of the
Companies' applications to replace its infrastructure system replacement (ISR) cost
recovery charge with a prospective System Safety and Integrity Rider (SSIR). The
review included an analysis of the Company's projected revenue deficiency that lead
to the request for the prospective SSIR. The SSIR was subject to a detailed
mathematical verification and validation of support for the revenue requirements
model and reviews of proposed projects supporting the requested recovery of utility
plant in service. Testimony on the analysis will be filed in August 2014.

4
904 On behalf of the Commissioners and Staff of the District of Columbia Public Service

Commission (DCPS(:]

Formal Case No. 1103 Potomac Electric Power Company (Pep co) base electric rate
case, June 2013-present. Project Manager.
Formal Case No. 1093 Washington Gas Light Company (WGL) base gas rates case,
Idly 2011-July2013. Project Manager.
Formal Case No. 1087 Pep co base electric rates case, September 2011-December
2012
Formal Case No. 1076 Pep co base electric rates case, Idly-December z009
Formal Case No. 1053 Pep co base electric rates case, February 2007-Iune 2008

Lead Consultant advising Commissioners and Staff of the Office of Technical and
Regulatory Analysis regarding Company's proposed rate base, net operating income
and revenue requirements. Assessed the companies' and Interveners' positions on

Page 5
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various issues and provided defendable recommendations for the Commissioners'
consideration. Developed "what if' revenue requirement model used during
Commission deliberations to analyze the impact of various adjustments. Supported
the drafting of the Commission's Order and supplied the revenue requirement
schedules to support the final decision. Supported the Commissioners' legal team in
addressing motions for reconsideration.

Formal Case No. 1106 Washington Gas Light Company [WGL] interruptible Service
Customer Class rates and related issues, February 2014-present. Lead Consultant
and Project Manager. Led the effort to review the Distribution Charge Adjustment
and proposed changes as well as the review of taxes, depreciation, and cash working
capital within the customer class cost of service study.

Formal Case No. 1032 Pep co base electric rates case, January-March 2005. Senior
Technical Consultant and Assistant Project Manager. Reviewed and evaluated
Company's compliance filings for class cost of service and revenue requirements for
distribution service pursuit to a settlement approved in May 2002. Provided
analysis and recommended adjustments to Staff Proceeding was settled in
anticipation of a full rate case for rates to be effective August 8, 2007.

Formal Case No. 1016 WGL natural gas base rates case, lune-December 2003. Senior
Technical Consultant and Project Manager. Analyzed and recommended
adjustments regarding the company's proposed increase to base rates - advised the
Commission on Party positions during deliberations Review and evaluation of
company's depreciation study filed with the Commission.

1

4»9'9 Before the Missouri Public Service Commission, Case No. HR-2011-024-1, on behalf of
the City of Kansas City: Veolia Energy Company 2011 and 2012 electric base rates case,
Idly-September 2011. Senior Technical Consultant. Analyzed Company's proposed net
operating income, rate base, and revenue requirements. Supported testifying witness
with drafted testimony and development of a model to calculate an alternative revenue
requirement incorporating recommended adjustments.

Q0*9 Before the North Dakota Public Service Commission, Case No. PU-10-657/PU-11-55:
Northern States Power Company (NSP) 2011 and 2012 electric base rates case, April-
November 2011. On behalf of the Commission Staff, Lead Consultant and Assistant
Project Manager. Led the analysis of NSP's rate increase f i l ings and supported
adjustments for the Commission's consideration. Developed a model to calculate the
appropr iate revenue requirements and exhibi ts to support  Staf f  recommended
adjustments.

I

0094 Before the Connecticut Public Utilities Regulatory Authority (PURA), Docket 10-02-13:
Aquarion Water Company base rates case, on behalf of the PURA, April-August 2010.
Senior Technical Consultant and Assistant Project Manager. Reviewed the expense
component of the company's revenue requirement and recommended adjustments for
Staff consideration.

o00 Before the of the Delaware Public Service Commission on behalf of Staff

Docket No. 09-414: Delmarva Power & Light Company (DPL) electric base rates
case,September 2009-May 2010. Expert Witness and Assistant Project Manager.
Analyzed the company's rate increase filings and provided testimony offering
adjustments for the CommisSion consideration related to the rate base and
revenue requirements.

Page 6
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.al

Docket No. 06-284: DPL's gas base rates case, Dctober 2006-March 2007. Senior
Technical Consultant and Assistant Project Manager. Analyzed the Company's
f i l ings,  checked the mathemat ical  accuracy of  the Company's revenue
requirements calculations, and provided analytical support to testifying witness.

~:~ Before the Michigan Public Service Commission [MIPSC) on behalf of the Michigan
Attorney General

Case No. U-15506: Consumers Energy Company base gas rates case. May-November
2008. Expert Witness and Assistant Project Manager. Analyzed the company's rate
increase filings and provided testimony offering adjustments for the Commission
consideration related to the rate base and revenue requirements - proceeding was
settled through negotiations.

Case No U-15244 Detroit Edison electric base rates case, September 2007-October
2008.

Case No. U-15245 Consumers Energy Company base gas rates case, Idly 2007-April
2008.

4
4*1'

Senior Technical Consultant and Assistant Project Manager. Analyzed the Company's
filings, checked the mathematical accuracy of the Company's revenue requirements
calculations, and provided analytical support to testifying witness.

l Case No. U-14547 Consumers Energy Company base gas rates case, December 2005-
April 2006. Expert Witness and Assistant Project Manager. Analyzed Company's rate
increase fi l ings and provided testimony offering adjustments for Commission
consideration related to the rate base and revenue requirements.

Before the Maryland Public Service Commission (MDPSC)

Case No. 9092 Pep co electric base rates case, on behalf of the Staff of the MDPSC,
December 2006-June 2007. Expert Witness and Assistant Project manager. Analyzed
Company's rate increases filings and provided direct and rebuttal testimony offering
adjustments for the Commission consideration related to the rate base and revenue
requirements.

I Case No.9062 Chesapeake Utilities Corporation gas base rates case, on Behalf of the
Maryland Office of People's Counsel, May-August 2006. Expert W itness and
Assistant Project Manager. Analyzed Company's rate increase filings and provided
testimony offering adjustments for the Commission consideration related to the rate
base and revenue requirements - participated in settlement negotiations that were
ultimately accepted by all parties.

Q000 Before the Illinois Commerce Commission, Case No. 05-0597, on behalf of the Illinois
Citizens Uti l i ty Board, Cook County State Attorney's Office and City of Chicago,
November 2005-May 2006. Senior Technical Consultant and Assistant Project Manager.
Analyzed the Company's filings, checked the mathematical accuracy of the Company's
revenue requirements calculations, and provided analytical support to testi fying
witness.

oO*9 Before the Hawaii Public Utilities Commission (HPUC), Docket No. 05-0075: Instituting a
Proceeding to Invest igate Kauai island Uti l i ty Cooperat ive's Proposed Revised
Integrated Resource Planning and Demand Side Management Framework, On behalf of
the Staff of the HPUC, lune-November 2005. Senior Technical Consultant and Assistant

Page7
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4»*9

4400

Project Manager. Conducted and reported on the results of an industry survey of other
cooperatives and Commissions to obtain an overview of how other entities approach
the specific issues identified within this docket.

Before the Public Utilities Commission of the State of Colorado (COPUC}, Docket No.
04A-0SOE: Review of the Electric Commodity Trading Dperations of Public Service
Company of Colorado (PSCQ), On behalf of the COPUC Staff March-September 2004.
Expert Witness and Assistant Project Manager. Performed a transaction audit of PSCo's
electric commodity trading operations and submitted testimony describing the process
used to conduct the investigation, a summary of the audit findings, and discussion of the
significance of the findings.

Before the New York Public Service Commission, Case No. 00-E-0612: Proceeding on
Motion of the Commission to Investigate the Forced Outage at Consolidated Edison
Company of New York, lnc.'s Indian Point No. 2 Nuclear Generation Facility, On behalf of
Consolidated Edison Company of New York, Inc., October 2000-September 2003. Project
Manager. Supervised cross functional teams to assist scheduling and nuclear
engineering experts with responses to interrogatories and the development of three
comprehensive rebuttal testimonies on the prudence of extended outages at the Indian
Point 2 nuclear power plant. The proceeding settled prior to filing of testimony.

Civil Litigation
ADF Construction vs. Kismet, Cn Behalf of ADF Construction, December 2003-February
2004. Assistant Project Manager for a delay and disruption construction claim related to
a large hotel complex in North Carolina - worked with scheduling experts to determine
schedule delay and disruption and calculated related damages.

On behalf of New Carolina Construction, luly 2002-Ianuary 2003

New Carolina Construction vs. Atlantic Coast
New Carolina Construction vs. Acoustic

9o*l

Project Manager for a delay and disruption claim related to construction of a large
high school complex in South Carolina - worked with scheduling experts to
determine schedule delay and disruption and calculated related damages. Claim was
settled out of court.

State of Nevada Bureau of Consumer Protection, September-December 2003. Assistant
Project Manager for damage assessment project related to potential litigation regarding
the Western Market Manipulation.

4404 Dakwood Homes, On behalf of Oakwood Homes, February 1999-May 2000. Assistant
Project Manager for a delay and disruption claim related to the construction of a large
manufacturing facility in Texas - worked with scheduling experts to determine schedule
delay and disruption and calculated related damages. Dispute was settlement through
mediation.

96*4

4496

McMillan Carter, On behalf of McMillan Carter, lune-September 2002. Project Manager
for a delay and disruption claim related to construction of a large high school complex in
North Carolina - worked with scheduling experts to determine schedule delay and
disruption and calculated related damages. Claim was settled out of court.

Fluor Daniel one. vs. Solutia, Inc., On behalf of Fluor Daniel, May 2000-August 2001.
Assistant Project Manager for a delay and disruption construction claim related to large
chemical processing facility in Texas - worked with scheduling experts to determine

Page 8
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schedule delay and disruption and calculated related damages. Dispute proceeded
through mediation.

~'° First National Bank of South Carolina vs. Pappas, On Behalf of First National Bank of
South Carolina, 1991-1992. Civil litigation, deposed during pre-trial discovery on
analytical findings related to check kiting and fraudulent loan applications. Supported
counsel and expert witnesses during civil proceeding.

First Union vs. Pappas, On Behalf of First Union, 1991-1992. Civil litigation, deposed
during pre-trial discovery on analytical findings related to check kiting and fraudulent
loan applications. Dispute was settled out of court.

Testimony proffered

Before the Colorado Public Utilities Commission
Public Service Company of Colorado - Docket No. 04A-050E

Before the Delaware Public Service Commission
Delmarva Power & Light Company - Docket No. 09-414

Before the Maryland Public Service Commission
Potomac Electric Power Company - Case No. 9092
Chesapeake Utilities Corporation - Case No. 9062

Before the Michigan Public Service Commission
Consumers Energy Company - Case No. U-15506
Consumers Energy Company - Case No. U-14547

Before the Public Service Commission of Nebraska
SourceGas Distribution LLC - Docket No. NG-0078

System Implementation
Mrs. Mullinax has worked with various business and local governmental entities to

design and implement accounting and business systems that addressed real world
problems and concerns. She has developed accounting policy and procedure manuals for
county governments, a library, and a water utility.

Profession al Experience

Blue Ridge Consulting Services, Inc.: zoom - Present
Vice President andChief FinanciaI Officer
Senior Technical Consultant/ Expert Witness

Hawks, Giff els &Pu1!ln, Inc.: 1993 - 2oo4
Vice President and ChiefFinanciaI O)_?icer
Executive Consultant
Controller

Chewy, Bekaert & Holland, CPAs: 1991 - 1993
Accounting Supervisor
Senior Accountant
StoffAceountant

Smith. Kline and French Pharmaceutical Company: 1988 - 1991

Page 9
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Professional Sales Representative

Milliken & Company' 1979 - 1988
Quality Assurance Manager
Technical Cause Analyst
Department Manager

Professional Certification

Certified Public Accountant (CPA), State of South Carolina - 1993
Certified Financial Planner (CFP) - 1994
Certified lntemal Auditor (CIA) - 2086
Chartered Global Management Account ((:GMA] - 2012

Professional Affiliations

Member of the American Institute of Certified Public Accountants (AICPA)
Member of the South Carolina Association of Certified Public Accountants (SCACPA)
Member of the Institute of Internal Auditors (IIA)
Member of the Western Carolinas Chapter of the Institute of Internal Auditors (WCHA)

Education

Clemson University, B.S. Administrative Management with honors, 1978
Clemson University, M.S. in Management, 1979
College for Financial Planning, 1994
NARUC Utility Rate School, 32114 Annual Eastern

Page 10
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Dodtet No E-04204A-15-0142
Attachment DHM - 2

ARIZONA CORPORATION CUMMISSION Docket No. E-04204A-15-0142
Schedule E-2

Page 1 of 1UNS Electric, Inc.
Bad Debt Expense

Test Year Ended December 31, 2014

Line Description
Amount Par
Company

(A)

Staff
Adjustment

(B)

Amount Per
Staff
(C)

1
2
3

Adjusted Retail Revenue
Three-Year Average Retail Expense Ratka
Pro Forma Bad Debt Expense

$ 1477105,730
0.34379/0
505,677

$ 147,106.730
D.25426%
374,037

4 853,828 _863,828

5

Recorded Test Year Bad Debt Expense

Adjust Recorded to Normalized Bad Debt s 358,151) l35 (131,B40)l s (489,791)

6
7

State Income Tax Rate
Effect on State income tax expense $

5.475%
19,609 $ 7,207 s

5.475%
25,816

B
g
10

(338,542)
34.0024

l . 115,104_

$ sFederal Taxable
Federal Income Tax Rate
Effect on Federal income tax expense $ _$

(462,975)
34.00%

157,411

11 Total Income Tax

$

i s

12 Trial Expense (223.438l $

42,307

49,514 I

(82,126) s

13 Impact to Operating Income

s_..

$ 223,438 $ 82,126 $

(305,564)

305564 I

Notes and Sources

Line 1 - UNSE response to UDR 1.001 Income-Bad Debt Expense

UNSE response to UDR t.001 Income-Bad Debt Expense

14
15
16

Unadjusted Retail Revenue
2012
2013
2014

$ 160,107,465
160,650,785
167,998,569

$ 160,107,455
160,850,785
167,998,569

17
18
19

Bad Debt Expense
2012
2013
2014

$

I

518,681
310,216
863,8281 s

$

(450,000)
s

518,681
310,216
413,828

1,242,124

20
21
22

% Retail Expense to Retail Revenue
2012
2013
2014

0.32s9s%
0.19310%
0.24-633%

23 Average of Average Retail Expense Ratio I

0.32396%
0.19310%
0.51419%

0.3_4s75'%]

s 488,756,820
s 1,692,724

0.34S33%

24
25
26

Total Unadjusted Retail Revenue
Total Bad Debt Expense
Three-Year Average Retail Expense Ratio

$
t

27 Uncollected Revenues Ratio - Schedule A. 1 0.343l/5%

0.2544B%

$ 488,755,820
1242,724
0.25426%l

0.25426%

Slate and Federal Income Tax Rate - UNSE response to UDR 1.068

ill lllllllllllllllllllll ll
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Docket No. E4)4204A.15-0142
Attachment DHM - 2

ARIZONA CORPORATION COMMISSION Docket No. E-04204A-15-0142
Schedule E-4

Page 1 of 1UNS Electric, Inc.
Payroll! Expense and Payroll Taxes

Test Year Ended December 31. 2014

Line Description
Amount Per
Company

(A)

Staff
Adlustlnent

(B)

Amount Per
Staff

(C)

1
2
3
4

$

s

4,351,382
4,521,229
4,436,306

$

$

(145,417)
(134,346)
(139,882)

s 4,205,965
4,386,883
4.296.424

Total O&M Wages
Year Ended 2013
Year Ended 2014

Two Year Average

5
6
7

Average Wage Rate Increase - 2015
Average lnaease to Wages - 2015
Total Wages - 2015

$
s

2.0%
88,726

4,525,032
s
$

2.0%
85,928

4,382,352

8
9
10

Average Wage Rate Increase - 2016
Average Increase to Wages 2016
Total Wages - 2016

s
s

2.0%
90,501

4,615,532
Q
s

2.0%
87,647

4,470,000

11

12

Total Wage Rate Increase s 179228 $

[s

(5,651) $ 173,577

Total Payroll Adjustment (145,533)l

13
14

Effective Payroll Tax Rate
Payroll Tax Adjustment [as

7.8%
13,512

15 Total Payroll and Payroll Tax

$

$

7.8%
13,952

4,629,485 $

(440)l $

(145,973) $ 4,483,513

16
17

State Broome Tax Rate
Effect on State income tax expense

5.475%
_.Q.53,464} $ 7,992

5.475%
s l245,4'/2)

5l a
19
20

Federal Taxable
Federal Income Tax Rate
Effect on Federal income tax expense

$

$

$

4,376,021
34%

(1 ,487,847) $ 46,913

4,23B,04t
34%

$ (1,440,934)

21 Total Income Tax is

22 2,888,174

23

Total Expense

Impact to Operating Income

$ $

$ (2,888,174 $

54,905 |

(91,068) s 2,797,107

$ (2*,797.107>91 ,088

Not_es and 542%

Lines 2-11 Column A- UNSE response to UDR 1.001 Income - Payroll Expense
Line 2-3 Column B - UNSE response to UDR STF 6.12

Line 13 UNSE response to UDR 1.001 Income-Payroll Tax Expense - Effective Tax Rate : 7,8%

State and Federal Income Tax Rate - UNSE response to UDR 1.068
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Lino

Tag!Year Ended December31. 2014

ARIZONA CORPORATION ccnmssaou

UNS Elschiq, he.
Incentive Compensation Workpapef

Lina

43
44
45
46
47
46
49

50
51
52
53
54
55
55

42

22
23
24
25
28
27
28

40
41

29
30
31
32
33
34
35
35
37
38
39

15
16
17
18
19
20
21

1
2
s
4
5
6
7
8
9
16
11

14

12
13

Total

sum Adjuglmgm
Qnoerstive Cumpensalicn by FERC Aocnuni

0581
0S83
0592
0593
9901
0908
0920

O8»M
Non»Taxab\e

Taxable

Total

Pay Increase - 2%
2012
201 a
2014
2015
2016
2m7

Td81

PaymlITaxes - 2% lncsesse
2012
2013
2014
2015
2016
2017

Trial

As Fina W UNSE
Incentive Compensation by FERC Amount

0581
0583
0592
0593
i s m
0908
0920

O&M
Non-Taxabie

Taxable

Payroit Taxes - 2% lucuesse
2012
zo la
2014
2014
2016
2017

Total

Effediva Payroll Tax Rats

Pay Increase -2%
2012
wma
2014
2014
2016
2017

Tuna:

Effective Payroll Tax Ra¢8

Description

Doscripilon

\@4l$4"l"!i%1i$'1P»§*'3W?%%

981.33

§.....

,~*

5..

s

s

s

s

s

s

s

s

s

s

s

s

2012

(A)

2012

(A)

12,228
11,774
10.754
16,4s8
(1»090)

24,542
271.666
m6,215)
153.451

165,429 s

s,4aa
5,433
5.433
5,433
5.438

21,181

16,300

7.8%
11.969

s,4ss
s,4ss
s,4:*.s

239
239
239
239
239

1 ,197

me

7.8%

-. s __ 171,339

s

$ 17.377

_ 7.8%
$ 12.a91

s

s

s

$

s

s

s

s

s

2013

(8)

2013

(8)

10,996
38
32

7,952
20,650
8,238

241,707
289,510
(130,569)
158.942

me s s
36
32

1,952
20,550
8,238

241,707
289,810
(130569)
158.942

7.5%
12397

171839 s 191,258 s 302,791

s_7s2
5,792 S,1T8
s,7s2 6,175
5.792 6,178

23.169 s _ 1s.5:s§_ $

5,792
5,792
5.792

248
248
24B
248
992

s 191,258 s 343,995

s

s

$

s

s

s

$

s

s

s

s

7,154
25,967
11.852

z52_s59
308,890
¢1 :so ,411 x
171.419

7,154
25,957
11,652

252,559
308,890
(131 ,471 )
177.419

2914
(c)

2014
(c)

78%
13,839

12.358

7.8%
13.839

11,558

11.558

e,17s
5.178

277
277
277
son

s

s

s

s

s

s

s

s

Avnrags
(D)

Avoraqn
(9)

1,518
4.088
3.935
8,620

21 .025
8,26?

238.503
299.056

1\l277
l a
16

7.553
23,308
9,945

247.133
299,250

22,956

12,735

1s,a44

a,145

1,006

i . .

s

s

s
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UNS ELECTRIC, INC.'S RESPONSE TO
UNIFORM DATA REQUESTS ¢ 2015 UNS ELECTRIC RATE CASE

DOCKET NO. E~04204A-15-0142
May 7, 2015

Docket No. E-04204A-15-0142
Attachment DHM - 3

Page 1 of 1

UDR 1.068

Tax Rate. Please provide the Company's effective tax rate used to calculate the revenue increase
attributable net income deficiencies.

RESPONSE:

The effective income tax rates used by the Company for the revenue increase axe as follows:

Statutory Arizona Rate 5.500%

Arizona Apportionment Rate 99.551 %

AZ Apportioned Rate 5.475%

Federal Statutory Rate, Income <$10 million

State Tax Deduction Bereft

Total Effective Income Tax Rate

RESPONDENT:

Donye' Bonsu

WITNESS:

Jason Rademwnalcher

34.000%

(1.86l%)
o

Arizona Corporation Commission ("Corrrlrrission")
Fortis Inc. ("Fortis")
Tucson Electric Power Colnupany ("TEP")
UNS Energy Corporation ("UNS")
UNS Energy Corporation and Fortis Inc. Joint Notice of
Reorganization Settlement Agueernront approved in Decision No. 74689
(August 12, 2014) (the "UNS-Fortis Settlement Agreement")

UniSource En¢I-8y Services ("UES")
UniSouu:c Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric" or the "'Company")
UNS Gas, mc. ("UNS Gas")
UNS Electric, Inc. 2014 Rate Case Settlement
Agreement approved in Decision No. 74689 (August
12, 2014) (the "2014 Settlement A,gzeement")
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UNS ELECTRIC, lnc.'s RESPONSE TO
UNIFORM DATA REQUESTS ¢ 201s UNS ELECTRIC RATE CASE

DOCKET no. E-04204A-15-0142
Mw 7, 2015

Docket No. E-04204A-15-0142
Attadmmen' DHM - 5

Page 1 of 1

- .
UDR 1.053

Bad Debt Expense. Please provide total accrued bad debt expense, recoveries, and write offs for
end ofyear2012, 2013 and 2014.

RESPONSE:

Bad Debt Expense Recoveries Write Offs

2012 $518,681 $108,787 $507,575

2013 3310.216 $69,162 $407,940

2014 $863,828 $13,662 $395,156

Note: Bad Debt Expense results are reported firm the Income Statement. The Recoveries and
Write Offs are components of the 'Allowance for Doubtful Accounts' Badanee Sheet aceommt.
2014 bad debt expense includes a $450,000 specific reserve for a large mining company that
Bled bmnulouptcy during 2014.

RESPONDENT:

Brian Brwnniield

WITNESS:

David Lewis

.¢

Arizona Corporation Commission ('°Commissi<m")
Fortis Inc. ("Fortis")
Tucson Electric Power Company ("TEP")
UNS Energy Corporation ("UNS")
UNS Enzugy Corporation and Fortis Inc. Joint Notice of
Rcoxganization Settlement Agreement approved in Decision No. 74689
(August 12, 2014) (the "UNS-Fortis Scitlcmcnt Agu=e1lnent")

UniSouwe Energy Services ("UES")
UniSou1oe Energy Development Company ("UED")
UNS Electric, Inc, ("UNS Electric" or the "Company")
UNS Gas. inc. {"UNS G*Is")
UNS E\ectric, km. 2014 Rate Cgsg Semen em
Agreement approved in Decision No. 74689 (August
12, 2014) (the "2014 Settlement Agreement")
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Docket No. E-042D4A-15034.2
Attachment DHM' - 8

U N S  E L E C T R I C  I N C . ' S  R E S P O N S E  T O  S T A F F ' S  S E C O N D  S E T  O F  D A T A  R E Q U E S T S Page 1 of 1
R E G A R D I N G  T H E  2 0 1 s  U N S  E L E C T R I C  R A T E  C A S E

D O C K E T  N O .  E - 04204A - 15 - 0142
September 8, 2015

STF 6.12

b.

Incentive Cornnemsation and Payroll Expense: Direct Testimony of David L. Lewis, page 29,
lines 6-10 and Income - Payroll Tax Expcnse.x1sm, Page 2 of the Payroll Expense workpaper
includes Total O8cM Wages for 2013 and2014 used to calculate the 2 Year Average O&aM:

Please explain the "Incentive Comp" shown on the Payroll Expense workpapers.

Please confer or deny Thai the "Incentive Comp" shown on the Payroll Expense
workpapers is the Performance Enhancement Plan (PEP) previously limited by the
Commission.

Provide the amounts of PEP included in the TotalO&lv1 Wages for 2013 and 2014.

RESPONSE:

b.

c.

The "Incentive Comp" as show on the Payroll Expense work papers represents the
amount of incentive compensation that is attributable to the labor dollars charged for each
corresponding FERC account. This is also reflected in FERC Form one page 354.

The amount reflected in the Payroll Expense work papers only includes 50% of the non~
executive PEP. The Company in this rate ease is requesting l00%, see response STF
6. 16 for further explanation.

PEP amounts included in Total O&M Wages for 2013 and 2014 are $145,417 and
$134,346, respectively.

RESPONDENT:

Riga Ramirez

WITNESS:

David Lewis

Arizona Corporation Commission ("Commission")

Fortis Inc. ("Fortis")
Tucson Elcdric Power Company ("TEP")
UNS Energy Corporation ("UNS")

UniSourca Energy Services ("UES")
UniSource Elway Development Company ("UED")
UNS Electric, Inc. ("'UNS Ele¢h'ic" or the '*Company")
UNS Gas, Inc. ("UNS Gas")
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Income - Payroll Tax Enpsnas. age 2 of 2ndff_7-p

UNS eLsc'mlc. Inc.
Payroll Tax Expense
Test Yur Ended December311 2014

TEP Emolowr Tax - Test Year Ended December so. 2914
Soda! Security S 14 eea,oa0 per Form 941
Medicare z is 162.210 par Form 941
FUTAISUTA 2  c 8.689 per FUTA and SUTA rotors

638.728/4'

Wages. tips and other
compensation from Form
941

1Q 2014
to 2014
so 2014
4Q 2ot4

'H2.865.460
°M2.4a2.ass
54 3.288.891
44 2.187.941

1934.674 .U 0.078 effadlve fax f8\6 (A)

1% 179.227 (B)

114 \
Payfdl Adjuslment

Emgloya Payroll Tax Adjustment s 13.0s2__(A) x (B)

'p

I/9'
H310 s

9

1

sc ,-

¢ 7

Q .

8 3 8
7 7 4
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UNS ELECTRIC INC.'S RESPONSE TO STAFF'S SECOND SET OF DATA REQUESTS .
REGARDING THE 2015 UNS ELECTRIC RATE CASE

DOCKET no. E-04204A-15-0142
September 8, 201 s

Docket No. E-04204A-15-0142
Attachment Dew* - 11

peg 1 of 1

1

STF 6.15

Incentive Compensation' Reference workpaper Income-incentive Compensation: The workpaper
for Incentive Compensation includes "Normalized 3 Year Average Including 2% Increase." The
2% increase includes increases for 2013 through 2017. Please explain the Company's rationale
for including a 2% pay increase for 2017 and how these amounts are known and measureable.

RESPONSE:

Each year, Senior Officers of the Company approve a targeted merit pay increase for non-union
employees, along with a range above and below the target to correlate pay Mth individual
employee performance. In 2015, a 2% targeted merit pay increase was approved. Since 2012,
the Officers have approved annual targeted pay increases of 2%, with the exception off 2013,
which specified a merit pay increase of 3%. By the time the UNS Electric rate case is fihaliired,
the 2016 targeted merit increase will have already been awarded to employees. While the 2016
and 2017 merit increases are not yet known and measurable, management currently expects that
targeted merit pay increases will be similar to those approved in recent years. 1 the
2016 merit pay increase should be mown and rneasunabie by the time of the rate order
Electric. As a result, a 2% pay increase has been assumed for 2017. This approach is consistent
with the rearmer approved in the Cornmission's rate case decisions for TEP (Decision No.
73912, dated June 27, 2013), UNS Electric's (Decision No. 74235, dated December 31, 2013),
South West Gas (Decision No. 70665, December 24, 2008), and Arizona Public Service's
("App") (Dglgisi0n No. 69663, dared June 28, 2007). l

RESPONDENT:

Addi t ion' y,
3- ut~1s

» * \ Rico Ramirez

WITNESS:

David Lewis

i

I

I

i

Tm
Arizona Curpontion Commission ("Commission")
Fortis Inc. ("Fortis")
Tucson Electric Power Company ("TEP")
UNS Easy Corporation ("UNS")

UniSource Energy Services ("UES") g
UniSource Energy Devekzpment Company ("UED")
UNS Electric, Inc. ("UNS Electric" or the "Company")
UNS Gas, Inc. (**ans Gas")

l l l l l l
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UNS ELECTRIC, lNC.'S RESPONSE TO
UNIFORM DATA REQUESTS - 2015 UNS ELECTRIC RATE CASE

DOCKET no. E-04204A-15-0I42
May 7, 2015

Docket no. E-04204A-15-0142
Attachment DHM - 12

Page 1 off

UDR 1.034

Incentive Programs. List and describe all retirement and incentive programs available to
Company oiiioers and employees. Provide a complete copy of each incentive compensation
progrnnn and all related materials. Identify the goals and targets in each year 2013-2014, and all
evaluations of whether such goals were exceeded.

e Specifically identify the cost of any SERP or similar programs directly charged or
allocated.

b. State the cost by program, of each retirement program directly charged or dlocatcd.

RESPONSE:

THE FILES LISTED BELOW CONTAIN CONFIDENTIAL INFORMATION AND ARE
BEING PROVIDED PURSUANT TO THE TERMS OF THE PROTECTIVE
AGREEMENT.

Incentives:

All UNS Electric non-union employees participate in UNS's short-term incentive program
("PEP"), which is tied to annual compensation.

The PEP performance targets and weighting are based on factors that are essential for the long-
term. success of the Company and are identical to the performance objectives used in its
performance plan for other non-union employees. In 2014, the objectives were (i) net `mcome;
(ii) O&M cost containment; and (iii) excellent operations and safe work environment, which
exclude both quantitative and qualitative measures. The Compensation Committee selected the
geM and ktdividual weightings for the 2014 PEP to ensure an appropriate focus on profitable
growth and expense control, as well as operational and customer service excellence, and process
improvements. This balanced scorecard approach encourages all employees to work toward
common goals that are in the interests of UNS Energy's various stakeholders. The outcomes of
which all benefit our customers in the long mm.

The Enaincial and other metrics for the Company's 2014 Short-Tenn Incentive Compensation
program were:

Financial - 50%

Net Income - 40%

O&M Cost Containment - 10%

•

•

UNS Electric, Inc. ("UNS Electric" or the "Company")

• Excellent Operations and Safe Work Environment - 50%

In developing the PEP performance targets, Company management compiles relevant data such
as Company historic performance find industry benchmarks and makes recommendations to the
Compensation Committee for a particular year, but the Compensation Committee ultimately
determines the performance objectives that are adopted. .

The scores Mm each goal are totaled and then multiplied by the targeted bonus of each
employee to determine die total available dollars to be paid out. Targeted bonus percentages, as
a percent of base salary, range from 3% - 14% for unclassified employees, and 20-25% for senior
management level employees. Bonus percentages, as a percent of base salary, are used 'm the

Arizona Corporation Commission ("Commission") UniSo\nce Energy Services ("UES")
Fortis Inc. ("Fortis") UniSomee Energy Development Company ("UED")
Tucson Electric Power Company ("TEP")
ws Energy Corporation ("ans") ans Gas, Inc. ("ans Gas") .
UNS Energy Corporation and Fortis Inc. Joint Notice of UNS Electric, Inc. 2014 Rate Case Settlement
Reorganization Settlement Agreanent approved in Decision No. 74689 Agleemnt approved in Decision No. 74689 (August

12, 2014) (the "2014 Settlement Agreers")(August no, 2014) (the "UNS-Fortis Settlement As=wn=n¢")

ll HHHllllll\lllllll lulllIII_l1
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File Name Bates Numbers
UDR 1.034 2013-2014 PEP Hist Prints-Pos-Confidential. » l f unsEw09684_0096ss
UDR 1.0342013 PEP Goals-Confidential. I | UNSE\009682~009683
UDR 1.034 2014 PEP Goals-Confidential. s I f UNSEW09686-009687

File Name Bates Numbers

UDR 1.034401K SPD-Conidential. \ l UNSE\009688~009743

File Name Bates Numbers

UDR 1.034 UBS Plan SPD-Confidential.~ ~f UNSE\D09744-009777

UNS ELECTRIC, lnc.'s RESPONSE TO
UNIFORM DATA REQUESTS _ 2015 UNS ELECTRIC RATE CASE

DOCKET NO. E-04204A-15-0I42
May 7, 2015

calculation of total available dollars, and actual awards may vary at management's discretion
based on individual employee contribution. If a payout is achieved, employee PEP bonuses will
be distributed near the end of the first quarter the following year. Please see the files listecl
below for the goals for each year and evaluations of yearly pemibrmance.

Docket No. E~04204A-15-0142
Attachment DHM - 12

Page 2 of 3

Retirement Prozramss

UNS Electric employees are eligible to participate 'm The Pension Plan for Employees of

UniSource Energy Services. Please see the tile listed below for the summary plan decryption.

Additionally, UNS Electric employees are eligible to participate in the TBP 401(k) Plan as

described below:

44rmo Plan

All UNS employees participate in the TEP's 401(k) Plan, which takes advantage of Section

401(k) of the Internal Revenue Code and permits employees to voluntarily save 'dam 1/2% to

50% of their pay, before any deduction for state or federal income taxes. The Company matches

$0.50 on the dollar, up to 6% of pay saved in the 401(k) Plan for UNS Electric employees.

Employees' savings and Company matching contributions are invested in one or any

combination of a selection professionally managed investment fids at the direction of the

employee. Employees are eligible to join the 401(k) Plan upon their date of employment.

Company matching contributinnms axe fully and immediately vested. Please see the tile listed

below for the suimmlary plan description.

a. SERP expense allocated to UNS Electric and charged to FERC 0426 during the test year
was $l09,515.

Arizona Corporation Commission ("Commission")
Fortis Inc. ("Fortis")
Tucson Electric Power Company ('"I'EP")
UNS Energy Ccrponxion ("UNS")
UNS Energy Corporation and Fortis Inc. Joint Notice of
Reomganiznation Settlement Agreemnwt approved in Decision No. 74689
(August IZ, 2014) (the "UNS-Fortis Settlement Agreement")

UniSource Energy Services ("UES")
UniSollrce Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric" or the "Company")
UNS Guts, Inc. ("UNS Gas")
UNS Electric, Inc. 2014 Rate Case Settlement
Agreement approved in Decision No. 74689 (August
12, 2014) (the "2014 Settlement Agleanent")

lllnlu



Docket No. E-04204A-15-0142
Attachment DHM - 12

Page 3 of 3

b.

UNS ELECTRIC, lnc.'s RESPONSE TO
UNIFORM DATA REQUESTS _ 2015 UNS ELECTRIC RATE CASE

DOCKET NO. E-0»4204A-1s-0142
May 7, 2015

Retirement program eaqaense (other than SER?) directly charged or allocated to UNS
Electric during the two year was as follows:

$2,300,790
100,374

UES Union and Salaried Pension Plans (FERC 0926)
UNS Electric Employee Cost of TEP 401K Plan
(FERC 0926)
TEP P¢I]SiO!v401K (FERC 0926)
UNS Gas Pension/401K (FERC 0926)
Deferred Compensation Plan (FERC 0920)

223,556
9,744

14,467

Total $2,648,931

RESPONDENT:

Steve Bracamonte

WITNESS:

David Lewis

ArizonaCorporation Commission ("Commission")
Fortis Inc. ("Fonis")
Tucson ElecvUic Power Company ("TEP")
UNS Energy Corporation ("UNS")
UNS Energy Gclporalion and Fortis Inc. Joint Notice of
Reorganization Settlement Agxreemseiut approved in Decision No. 74689
(August 12, 2014) (the "UNS~Fortis Settlement Agreement")

UniSource Energy Services ("UES")
UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric" or the "Company")
UNS Gas, Inc. ("0'NS Gas")
UNS Electric, Inc. 2014 Rate Case Settlement
Agreement approved in Decision No. '74689 (August
12, 2014) (the "2014 Settlement Agreement")

H
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Attachment DHM . 13

- m

UNS ELECTRIC, INC.'S RESPONSE TO
UNIFORM DATA REQUESTS _ 2015 UNS ELECTRIC RATE CASE

DOCKET no. E-04204A-I5-8142
May 1, vols

UDR 1.062

Accounting Acnustments.
Please identify any aspects of the Company's accounting adjustments and revenue
requirement claim that represent a conscious deviation Nom the principles and policies
established in prior Commission Orders.

a.

b. Identify each area of deviation, and for each deviation explain the Company's perception
of the principle established in the prior Commission Orders, and the dollar impact
resulting from such deviation.

c. Show which accounts are affected and the dollar impact on each account far each such
deviation.

RESPONSE:

a.

b.

The only revenue requirement claims that knowingly deviate 'firm the Commission's
prior decision for UNS Electric is the "Incentive Compensation Adjustment".

Although the revenue requirement in UNS Electric's most recent rate case was settled

and approved in Decision No. 74235 (September 30, 2013), Staffs direct testimony prior
to settlement (Staff witness Ralph Smith) recommended continuing the 50% allocation

for UNS Electric's incentive compensation expense to shareholders as had been ordered

by the Commission in Decision No. 71914 (September 30, 2010). Decision No. 71914

sets forth the basis of the 50% allocation at pages 27-29.
.-=-»~.

c.

UNS Electric is requesting full recovery of the normal and recurring level of incentive
compensation expense for unclassified employees and incentive compensation for officer
and senior management level employees.

Please see supporting pro gonna workpapers provided in response to UDR 1.001,
specifically the files Income - Incentive Compensationpdf, Bates Nos. UNSE\000252-
000255, and kxcome - Incentive Compensationxism, for the accounts affected and
dollars impacted.

RESPONDENT:

Pricing (Bernadette Porter)

VVITNESS:

David Lewis

,sq

Arizona Corporation Commission ("Commission") UniSom'ce Energy Services ("UES")
Fortis Inc. ("Fortis") UniSource Energy Development Company ("UED")
Tucson Electric Power Company ("TEP") UNS Electric, Inc. ("UNS Electric" or the "Company")
ans Energy Corporation ("ans") ans Gas, mc. ('°uns Gas")
UNS Energy Corporation and Fortis Inc. Joint Notice of DNS Electric, inc. 2014 Raw Cave Settlement
Reorganization Settlement Agreement approved in Decision No. 74689 Agreement approved in Dexcision No. 74689 (August
(August 12, 2014) (the "UNS-Fortis Settlement Agleemnt") XZ, 2014) (the "2014 Settlement Agreement")

l la mllllllllllllllllll



Dncliptlon Gnueral
1-98597 Anooum

faanmul
Ledger

Account
FERC

Tut year
oecelnsen

2014
zola zctz uAn-1s YTD

GGHBIII uwnv now 925 253.810 205.425 23s.850 4a,ess
UfeuwlnunwL.T

~ADDU) 70550 926 525? 2,458 2,759 anno

Medlaaaoeauannsnvunce 70529 0408. 0926 2,105.0so 1,749.40
3 1,457,925 174,413

Ofiiwl¥&0l1Bdol8Lbl:(lhy 78000 925 145.954 68.423 58.998
pwvw lnsxuanco ssu4o 924 211.879 181,997 184.221 28.589
Wolibii' Cmmpafmnun 50250. 78040,

78100 sis 27.797 1,133.68
1 32.670 8.209

Description General Ledger
Aoaouznt

General Lodger
Account FERC

Test Year
nscsnaef z

2014
zoll 2012 YTD

2015

Gerent Liability 78010 925 253,810 205.425 236,350 174.925
Ula \»auranoen.T Dlsablll\ylADD (1) 70530 926 5,257 2,458 2,758 8.977

Medical & Dental Insurant 7o5zc 0408.
0928 2,105,030 1,740,403 1,457,025 1,092,549

Omcess a Divuwwors Liability 78000 825 145x954 se,42a 58.996 .121
Properly Insurance 58040 924 211,879 161.997 1B4.221 118.121
Worker Courpensatbn 50250, 780401

78100 925 27,797 1,153,887 32,670 -966.842
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Page 1 of 1

f

UNS ELECTRI C ,  l nc . ' s  SUPPLEMENTAL RESPONSE TO
UNIFORM DATA REQUESTS C 2015 UNS ELECTRIC RATE CASE

DOCKET NO. E~04204A-15-0142
September 18, 2015

UDR 1.059

Insurance Expense. Itemize each component of insurance aqaemse included in the test year, and
p r o v i d e  c o m p a r a t i ve  ' c o n n a t i o n  f o r  2 0 1 3 ,  2 0 1 4  a n d  ye a r - t o - d a t e  2 0 1 5 .  I n d i c a t e  t h e  a c c o u n t s

and amounts in which each item of insurance expense is recorded.

RESPONSE: May 7, 2015

The components of insurance expense are as follows:

4

( \ )  Mwmueworwlcyx pay ni l  deduc t ions .

RESPONDENT:

Pricing (Bernadette Porter)

WITNESS:

David Lewis

SUPPLEMENTAL RESPONSE: September 18, 2015

As requested ion STF 10.12, the above response is hereby updated tiuwugh August 2015.

Insurance Expense2ou, 2043, :Eu and YID 2015

RESPONDENT:

Pricing (Bernadette Porter)

WITNESS:

David Let vis

m m

Arizona Corporation Commission ("Commission")
Fortis Inc. ("Fonts")
Tumor Elootxic Power Company ('"'£'EP")
UNS Energy Colporatiosx ("UNS")
UNS Energy Corporation and Fortis Inc. Joint Notice of
Reorganization Settlement Agreement approved in Decision No. 14689
(August 12, 2014) (the "UNS-Fortis Settlement Aglow:nent")

UniSource Enaggr Scxwrices ("UBS")
UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric" or the "Company")
UNS Gas, Inc. ("UNS Gas")
UNS Electric, Inc. 2014 Rule Case Settlement
Agzwnwnt approved in Decision No. 74689 (August
12, 2014) (the "2014 Settlement Agreement!")

I ' l l



UNS ELECTRIC INC.'S RESPONSE TO STAFF'S SIXTEENTH SET OF DATA
REQUESTS REGARDING THE 2015 UNS ELECTRIC RATE CASE

DOCKET no. E-04204A-15-0142
October 1, 2015

Docket No. E-04204A-15~0142
Attachment DHM .. 15

Page 1 of 1

- STF 16.05

Ofilcers 8: Directors Linhllitv Insurance: Reference data response to STF L059: Is the Officer
8: Directors Liability Insurance of $145,954 included within the Test Year 100% of the insurance
premium expense?

RESPONSE:

Please refer to UNS Electric's response to STF 10.13. Included in the Slicers & Directors
Liability Insurance of 5145,954 was an amount of $105,899 due to the additional run off of
insurance expense that was recognized due to the merger with Fortis. These costs ($lG9,U95
including taxes) were subsequently excluded in the pro-forma adjustment Income - Fortis
Acquisition Costs.xlsm. (The referenced file can be accessed in UNS Electric's electronic MW
room under Data Requests\Uniforn1 Data Requests\Attachments - let Set\UDR 1.00l\Worlq>apers
- Schedules\Pro Forma Adjustments.)

The net amount of Officers & Directors Liability insurance premium included in the test year was
$40,055 ($I45,954 less $l05,899).

RESPONDENT:

Anne Liu

WITNESS:

David Lewis

\

p r

Fm Arizona Cnspowion Commission ("Commission")
Fortis Inc. ("Fortis")
Tucson Electric Power Company ("TEP")
ws Easy Corporation c°uns")

UniSourcc Energy Services ("UES")
UniSoulue Energy Development Comply ("UED")
UNS Electric, Inc. ("UNS Electric" or the "Company")
UNS Gas. Inc. ("UNS Gas")

l ll ullmumllll



-

UNS ELECTRIC INC.'S RESPONSE TO STAFF'S TENTH SET OF DATA REQUESTS
REGARDING THE 2015 UNS ELECTRIC RATE CASE

DOCKET NO. E-04204A-15-0142
September 18, 2015

Docket No. E-04204A-15-0142
Attachment DHM » 16

Page 1 of 2

STI* 10.14

Prenaids in CWC:Reference workpapcr Rate Base-Working Captial.pdf:

Please provide the 13 monthly amounts for Prepaid Insurance, Account 14010, and show

the amounts related to each type of insurance

Please provide a detailed itcanization and explanation for each item that is included in

each of the 13 monthlyOtherPrepaids, Accost 14100.

RESPONSE:

Please see STF l0.14.xlsx for the requested information. The Excel file is 9_4 identified by

Bates l1\1!Ilb8IS.

RESPGNDENT:

Bernadette Porter

WITNESS:

David Lewis

b.

Am.

Arizona Corpnxaxion Commission ("Commission")
Fortis Inc. ("Fc\1is")
Tucson Electric Power Cnmplsmy ("1`EP")
UNS Eusrgy Cmporuion ("UNS")

UniSollwe Energy Services ("UES")
UniSource Energy Developnwnt C°\1°w1y ("UED")
UNS Electric, Inc. ("UNS Electric" or the "Company")
UNS G55, Inc. ("UNS G==")

\lllIIII l l H \II l l HI
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UNS ELECTRIC INC.'S RESPONSE TO STAFF'S SIXTEENTH SET OF DATA
REQUESTS REGARDING THE 2015 UNS ELECTRIC RATE CASE

DOCKET NO. E.(l42g4A.15.g142
October 1, 2015

Dodiei No. E-04204A-15-0142
Attachment DHM .. 17

Page 1 of 1

Fm. STF 16.14

Fortis Merger Conditions: Reference Direct Testimony of Kenton Grant, page 13, lines 17-18:
Mr. Grant states the Dallas Dukes addresses Condition 62 Mated no service functions that are
performed for UNS EleCtric by Fortis, UNS Energy, or TBP. Please provide a specific etc in Mr.
Grant's testimony where this information is provided. if the information has not been provided,
please provide.

RESPONSE:

Condition 62 was inadvertently left out of Dallas Dukes direct testimony, however the answer to
the question would be as follows:

UNS Electric receives all corporate services (finance, accounting, tax, information technology
services, billing, customer service, etc.) inborn TBP. These services are being provided by TEP in
the same manner as they were in all previomis rate case test years of UNS Electric. TBP did not
receive corporate service bicorn Fortis during the test year and no costs have been included in UNS
Electric's cost of service in this tiling.

The Company will include the Q & A's surrounding condition 62 in Dallas Dukes Rebuttal
testimony.

RESPUNDENT:

David Lewis

WITNESS:

Dallas Dukes
1

mm Arizona Corporation Commission ("Commission")
Fortis Inc. ("Fortis")
Tucson Electric Power Comply( 'TEP")
UNS Eulogy Corpouticn ("UNS")

UniSo1m:e Energy Services ("UES")
UuiSom'ee Energy Development Comrpalny ("UED")
UNS Electric, Inc. ("UNS Elemriu" or the "Company")
UNS cos. mc. ("UNS Gas")

I
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UNS ELECTRIC INC.'S RESPONSE TO STAFF'S NINETEENTH SET OF mA?rA
REQUESTS REGARDING THE 2015 UNS ELECTRIC RATE CASE

DOCKET no. E-04204A-15-0142
October 05, 2015

Docket No. E-04204A-15-0142
Attadlment DHM - 18

Page 1 of 1

44 STF 19.1

Please provide a list of the Fortis merger conditions not identified in the current mite case
proceeding, including an explanation of how those conditions have been met. `

RESPONSE:
1

1

Condition No. 43 of the Settlement Agreement approved by the Commission in Decision No.
74689 (August 12, 2014) provides the following:

Annual Reporting - The conditions ordered by the Commission herein shall be
tracked and reported annually /Br a period of 5 years following the close of the
transaction. UNS Energy will file a report with Docket Control by April I of
year, beginning April I, 2016, reporting on the prior calendar year 3' status of the
conditions. The report will a! a minimum, provide a description of the
pedbrmance ofeacn condition that has quantifiable results. loony condition is not
being met, thereportshall provide proposed corrective measures and target dates
for completion of such measures.

The intent of this condition was for UNS Energy to file its first compliance report on the s_tatus of
the conditions 8Rer a full calendar yea: (2015) after the merger. UNS Energy will be tiling this
report on April I, 2016 in compliance with this condition. To the extent theme are conditions that
the Settlement Agreement contemplates be discussed 'm the rate cases of the Regulated Utilities of
UNS Energy, such conditions have been identified in the current rate case proceeding as hated in
the above request. i

RESPONDENT:
e x

Regulatory Services

I

4

1

E
F

I

Arizona Corporation Commission ("Commission")
Fortis Inc. ("Fortis")
Tucson Eiectdc Power Company ("l`EP")
UNS Energy Ccvrpomion ("UNS")

Um'Souxvc Energy Services ("UES") :
UniSomcc Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Elaclric" or the "Comply")
UNS Gas, Inc. ("UNS Gas")

lull ll
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UNS ELECTRIC [NC.'S RESPONSE TO STAFF'S SECOND SET OF DATA REQUESTS
REGMRDING THE 2015 UNS ELECTRIC RATE CASE

DOCKET NO. E-04204A-»15-0142
September 8, 2015

Dod<e! No. E-04204A-15»0142
Attachment DHM - 19

Page 1 of 2

STF 6.22

Property Tax Deferral: Decision No. 73183: The Commission approved a variation of the
UNSE's proposed tax deferral. Exhibit A: Terms and Conditions of Settlement Agreement
(pages 16-17) inserted below for reference:

'am COST D5F5RR.4/. RELATED TO CHANGES IN ARIZONA
PROPERTY TAXRATE

a.

12.1 APS shall be allowed to deferforjizture recovery, in accordance with
the provisions of Accounting Standards Codft lcat ion ("ASC") 980
Qionnerlv SFAS No. 71), the following portions of Arizona property tax
expense above or below the fest year level of $141.5 million caused by
cnalnges to the applicable Aneona composite property tax rate (not
changes in the assessed valueofproperfy).

(o) When the property lax rote increases:

- For 2012: 25% prorated with on assumed July I rate efeetive
date);

- For 2013: 50%4 and ,

- For 2014 and all subsequent years: 75%.

(b) When the property tax ratedecreases: 100% in all years.

No interest shall be applied to the d4erred balance.

i 2 . 2  B e g i n n i n g  w i t h  t h e  W e c z i v e  d a t e  o f  t h e  C o m m i s s i o n  d e c i s i o n

resulting from APS's next general rate case, any final property tax Rafe
deferral that has a positive balance will be recoveredji-om customers over
10 years and any deferral that has a negative balance will be r"fimded to
customers mer 3 years.

12.3 The Signotories reserve the right to review APS 's property tax
deferrals for reasonableness and prudence such that the dqlzrrals can be
recognized in accordance with the provisions ofASC-980 Hbrmerly SFAS
No. 71). l l

The Commission approved thresholds on property tax rate increases before a deferral is
allowed (i.e., for 2012: 25%; 2013: 50%, etc.) Is UNSE proposing recovery for any tax
rate 'increase'?

b. The Commission approved recovery of any deferral that has a positive balance to be
recovered over 10 years and any deferral that has a negative balance would be refunded
to customers over three years. Please explain why UNSE's situation is different tbaxn
APS and why the Commission should approve recovery of any positive balance over
three years instead of ten years as approved in the APS decision.

RESPONSE:

a Yes, UNS Electric is proposing recovery for any tax rate increase or decrease.

`-u»' Arizona Corporation Commission ("Commission")
Fortis Inc. ("Fonts")
Tucson Eleotsic Power Company ('TEP")
UNS Energy Corporation ("UNS")

UniSource Energy Services ("UES")
Uniso\n1:e Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric" or the "Company")
UNS Gas, Inc. ("UNS Gas")

l l IlllIH mu

l
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Docket No. E-04204A-15-0142
Attachment DHM - 19

UNS ELECTRIC lnc. ' s  RESPONSE TO STAFF'S SECOND SET OF DATA REQUESTS Page 2 °f2
REGARDING THE 2015 UNS ELECTRIC  RATE CASE

DOCKET NO. E~04204A-15-0142
September 8, 2015

UNS Electric proposes recovery of positive and negative balances over the same 3 year
period as it provides the proper balance between ratepayer and shareholder interests.
Commission Dwision No. 73183, dated May 24, 2014, includes the following:

According to Staff the Settlement Agreement was the product of "many hours of
intense, tronsptarent, and robust negotiations behveen multiple parties with
divergent interests Stq8y believes that there are significant benefits in the
Settlement Agreement and recommends that it be adopted [page 9, lines 18.20)

Stajfargues that the Settlement Agreement appropriately balances consumer and
shareholder interests. [page 19, lines 1-2]

While the Settlement Agreement as a whole may have balanced the interest of consumers and
shareholders, the property tax deferral, as a stand-alone provision is not balanced. UNS Electric
proposes that the Property Tax Defemul stand alone as a balanced provision.

RESPONDENT:

Jason Radelnacher

WITNESS:

Jason Radenmacher

'av

I' :
*wav

Arizona Corporation Commission ("Commission")
Fortis Inc. ("Fonts")
Tucson Electric Power Company ('TEP")
UNS Energy Corporation ("UNS")

Unisourcc Energy Services ("UBS")
UniSourcc Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric" or the "Company")
ws Gas, rm. (**ans G»s")



UNS ELECTRIC INC.'S RESPONSE TO STAFF'S TWENTIETH SET onmuem-
REQUESTS REGARDING THE 2015 UNS ELECTRIC RATE CASE

DOCKET no. E-04204A-15-0142
October 9, 2015

E-04204A-15-G142
Attachment DHM - 20

Page 1 of 1

STF 20.11

Customer Annualization: Referring to the Customer Annualization, provide the amount/impact
of the loss of the two customers referenced in Mr. Jones' testimony both in terms of revenues and
sales. Provide all supporting calculations and underlying documentation (i.e., monthly bills).

RESPONSE :

The total sales loss, based on the test year and adjusted for unbilled sales, is 64 Gwen. The

correspond'mg revenue amount (excluding REST, DSM, taxes and assessments) is $6.2M. See the

supplement to UDR 1.001 dated October 9, 2015 for the competitively sensitive-confidentid

revenue summaries and the summary worksheet that calculated these amounts Hom the revenue

summaries.

RESPONDENT:

Greg Sprang

WITNESS:

Craig Jones

Arizona Corporation Commission ("Commission")
Fortis Inc. ("Fortis")
Tucson Electric Power Company ("TFP")
UNS Energy Corporation ("UNS")

UniSource Energy Services ("UES")
UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric" or the "Company")
UNS Gas, Inc. ("UNS Gas")

Illl\l ll
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DOCKET no. E-04204A-15-0142

I
I The Surrebuttal Testimony of Donna Mullinax responds to the Rebuttal Testimony of

UNS Electric, Inc. ("UNSE" or "Company") witnesses Kenton C. Grant, David J, Lewis, and
David G. Hutchins as summarized below;

Modification to Capital Structure calculation changing Staffs original Fair Value
Rate of Return of 5.60 percent to 5.63 percent.

Adjustment to Injuries and Damages for Arizona Corporation Commission
Jurisdiction, which changes from Staffs Mtial increase to Operating Income of

$207,954 to an increase of $199,699,a reduction of $8,255.

Adjustment to Incentive Compensation for Arizona Corporation Commission
jurisdiction, which changes from Staffs initial increase to Operating Income of
$100,178 to an increase of $96,920, a reduction of $3,258.

I

I

I
s

I

I

c Elimination of Payroll Expense and Tax Adjusmxent that were initially proposed
for what appeared to be a double inclusion of Incentive Compensation. The
modiiicadon changes from StafFs initial increase to Operating Income of $91,068
(including Payroll Taxes) to no increase, a reduction of $91,068.

Modification to Gila River Deferred Cost that removes the Regulatory Asset
Amortization of the deferred cost. The modification increases operating income
by 3$1,933,981.

5 Flow-through adjustment to Working Cupid, which changes from an increase to
rate base of $192,930 to an increase of $296,481 Cr an increase to rate base of
$103,559.

I

Flow-through adjustment to Interest Synchronization, which changes from a
reduction to Operating Income of $15,085 to a reduction of $14,229, or an
increase of $856.

The impact of these modifications increased Staffs initial recommended Fair
Value Rate Base by $103,558 to 3353.999 million.

The impact of these modifications changes Staffs recommended increase to base
rates from 1818.128 million on Fair Value Rate Base to 815.360 million, or a
reduction of $2,768,000.

Comments on Cc>rnpany's Incentive Compensation argument

l llllllllll\\llH\llll\ l l lnm m  l l lm l l l l l
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Surrebuttal Testimony of Donna H. Mullinax
Docket No. E-0)204A-15_0142
Page 1

1 INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3 A.

4 My business address is 114

5

My name is Donna H. Mullinax. I am employed as Vice President and Chief Financial Officer

by Blue Ridge Consulting Services, Inc. ("Blue Ridge").

Knightsbridge Road, Travelers Rest, South Carolina 29690.

6

7 Q. Did you file Direct Testimony in this proceeding?

8 A. Yes.

9
i
E

10 Q. On whose behalf are you tiling your Surrebuttal Testimony in this proceeding?

11 A.

12

My Surtebutral Testimony is filed on beQhaL1f of the Utilities Division Staff ("Staff") of the

Arizona Corporation Commission ("ACC" or "Commission").

13

14 Q. What is the propose of the testimony you are presenting?

8
Ii

15 A.

16 o r

17

The purpose of my Surrebuttd Testimony is to respond to portions of the Rebuttal 'Testimony

of UNS Electric, Inc. ("UNSE" "Company") witnesses Kenton C. Grant, David ]. Lewis,

and David G. I-Iutchens and to make several adjustments to my Direct Testimony and Exhibits.

18

19 Q.

20

Did you revise your Schedules as a result of your analysis and review of information

provided by the Company?

21

22

Yes. I have revised Schedules A, B, C, D, D.1, E, E-1, E-3, E-4, E-5, E-7, and EIO. For ease

of reference, Attachment DHM~1 contains Schedule A dlrough Schedule E-10, which also

23 includes those that were not modified.

24

I'll | l H
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Surrebuttal Testimony of Donna H. Mullinax
Docket No. E-04204A-15-0142
Page 2

1 MODIFICATIONS TO STAFF'S ADJUSTMENTS

2 Qapiia/ Stmt/fre - Fair Value Rage gfRet_ur/1
I

I

e

\

i

3 Q .

4

Please explain the change that needs to be made to your proposed Capital Structure -

Fair Value Rate of Return ("FVROR") calculation.

5 A.

I8
3I

6

7

As noted in Company witness Grant's Rebuttal Testimony,1 I inadvertency included in my

FVROR calculation the Company's original filed position instead of using Staffs recommended

position in die weighting calculation. My original FVROR of 5.60 percent should be 5.63
3
3

8 percent.

9

10 Injkfrier and Dawqgef

11 Q. Please explain the change that needs to be made to your Injuries and Damages

12 Adjustment.

13 A.

14

15

16

As noted in Company witness Lewis's Rebuttal Testimonyf my original calculation for Staff

Adjustment E~3 Injuries and Damages did not apply the ACC Jurisdictional factor. Staffs

adjustment E-3 Injuries and Damages should change from an increase to Operating Income of

$207,954 to an increase to Operating Income of $199,691 a change of $8,255.

17

18 Iwentiveg _Congee/nation

19 Q. Please explain the change that needs to be made to your Incentive Compensation

20 adjustment.

21 A.

3

22

23

24

As noted in Company witness Lewis's Rebuttal Testimony my original calculation for Staff

Adjustment E»5 Incentive Compensation did not apply the ACC jurisdictional factor. Staffs

adjustment E-5 Incentive Compensation should change from an increase to Operating Income

of $100,178 to an increase to Operating Income of $96,920, a change of $3,258.

1 Rebuttal Testimony of Kenton C. Grant, page 8, lines 8-17.
z Rebuttal Testimony of David _]. Lewis, page 2, lines 11-12.
3 Rebuttal Testimony of David ]. leis, page 2, lines 24-25.

11ILLLLLLulllllnlmlllllllllllllllllullllllulnm
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Surrebuttal Testimony of Donna H. Mullirxax
Docket No. E-04204A-15-0142
Page 3

1 Payroll Eagbenfe and Payroll Taxer;

2 Q. Please explain the change that needs to be made to Staff Adjustment E-4 Payroll

3

4 A.

5

6

7

8

9

10

11

12

Expense and Payroll Taxes.

As noted in Company witness Lewis's Rebuttal Testimony," there was a misunderstanding

between what was requested and what was provided within a data request. I interpreted the

information provided to mean that Incentive Compensation was included within Payroll

Expense and Payroll Taxes. After discussions with Company witness David Lewis and a

detailed review of the Company's Payroll Expense and Payroll Tax work papers, I am confident

dirt die Company has not included Incentive Compensation in both Operations 8:

Maintenance ("O&M") Payroll and the Company's Incentive Compensation adjustments.

Staffs adjustment E-4 Payroll Expense should change from an increase to Operating Income

of $91,068 (including Payroll Taxes) to no increase to Operating Income, a change of $91,068.

13

14 Gila River'Defewvd Cost

15 Q-

16

Please explain the additional adjustment made to Staff Adjustment E-10 Gila River

Deferred Cost.

17 A. Staff witness Barbara Keene presents the addition to Staffs Gila River Deferred Cost

18 Adjusinrnent. In addition to the rate base adjustment included in my Direct Testimony that

19 reduces rate base by $2,000,000, the additional adjustment increases operating income by

20 $1,933,981

21

4 Rebuttal Testimony of David _l. Lewis, page 2, lines 13-23.
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Surrebuttal Testimony of Donna H. Mullinax
Docket No. E-04204A-15-0142
Page 4

1

2

FLOW-THROUGH ADJUSTMENTS

Please explain what other adjustments should be made to your revenue requirementsQ.

3 calculations as a result of your modifications?

4 A. There are two flow-through adjustments that need to be made: Cash Working Capital and

5 Interest Synchronization.

6
I

7 Care Working Capital

8 Q. Please explain the modification to Staff Adjustment E-1 - Cash Working Capital.

9 A.

10

11 Staff

12

i 13

The Company's proposed rate base includes Cash Working Capital, which was developed

through the preparation of a lead-lag study. With Staffs modified adjustments noted above,

the expense components of the Company's lead-lag study need to be updated.

Adjusnnent E-1 Cash Working Capital changes from an increase to jurisdictional rate base of

$192,930 to an increase of $2.96,489, or an increase to rate base of $103,559.

14

15 Injereff.$;yncb_rrmi{alio/1

16 Q. Please explain the modification to Staff Adjustment E-7 - Interest Synchronization.

17 A. The interest synchronization adjustment is a f1ow~through adjustment drat synchronizes the

18

19

20

21

22

23

rate base and cost of capital with the tax calculation. The adjustment applies the weighted cost

of debt to the calculation of test year income tax expense. If any of these components are

modified, the interest synchronization calculation should be updated to reflect the correct

amount of synchronized interest to be included in the tax calculation. Staff Adjustment E-7

Interest Synchronization changes from a reduction to Operating Income of $15,085 to a

reduction of $14,229, or a change of $856.

24
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Surrcbuttal Testimony of Donna H. Mullinax
Docket No. E-04Z04A-15-0142
Page 5

1 IMPACT OF MODIFIED ADJUSTMENTS

2 Q- How did your modifications impact Staffs recommended rate base?

3 A. Staffs recommended rate base was increased by $103,558.

4

5 Q. What is the overall impact of your modif ications to StamPs recommended base rate

6 increase?

7 A.

8

The overall impact of the modifications to Staffs adjusunents changes Staffs recommended

base rate increase from $18128 million on FVRB to $15360 million, or a reduction of

9 $968,000.

10

Q. Has the Company agreed with your recommended baseTate increase?

12 A.

13

14

15

Yes. Company witness Hutchins's Rebuttal Testimony stated that the Company will agree to

stipulate to an $18.5 million increase to adjusted test-year non~fueI revenues.5 This agreed to

stipulation was later modified by the Gila River Deferred Cost Adjustment as addressed in Staff

witness Barbara Keene's Surtebuttal Testimony.

16

17 SURREBUTTAL TO INCENTIVE COMPENSATION REBUTTAL

18 Q. 'What was the Company rebuttal in regard to Staffs adjustment to Incentive

19 Compensation?

20 A.

21

22

23

Staff Adjustment 18-5 Incentive Compensation included three parts: (ll normalization using a

two-year average similar to the Payroll Expense instead of die three-year average used by the

Company; (2) excluding the 2017 merit increase as not known and rneasureableg and (3) sharing

the Incentive Compensation 50/50 between ratepayers and shareholders.

24

5 Rebuttal Testimony of David G. Hutchins, page 15, lines 5-7.
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Surrebuttal 'Testimony of Donna H. Mullinax
Docket No. E-04204A-15-0142
Page 6

1

2 I

3

The Company rebutted the third part of Staff's adjustment, sharing the Incentive

Compensation 50/50 between ratepayers and shareholders, stating that it strongly disagreed

with the "who bencfxts" analysis as a tool for what percentage of recovery should be afforded

4

5

6

to the Company. The Company argued, "tA]1most any expense could be seen to 'benet' both

ratepayers and shareho1ders."6 Therefore, the Company is maintaining its position that 100

percent of incentive compensation should be allowed and recovered from ratepayers.

7

5

8 Q. Why is incentive compensation different from "almost any expense?"

9 A.

10

Incentive compensation is very different from "almost any expense." Unlike incentive

compensation, there is less incentive to manipulate other expenses.

11

12 Q. Please elaborate.

13 A.

14

15

16

Achieving Net Income or profitability goals is a major component of the Company's incentive

compensation program. As pointed out in my Direct Testimony, Financial goals are weighted

50 percent of the total incentive compensation metric, with Net Income equal to 40 percent

and O8cM Cost Containment equal to 10 percent.

17

18

19

20

21

22

23

Net Income or profitability increases as expenses are reduced. Reducing expenses

drives up Net Income or prof itability, increasing Incentive Compensation payouts to

management and benefitting shareholders at the expense of ratepayers. For example, taken to

an extreme, expenses can be reduced by deferring maintenance (resulting in increased outages)

and failing to adequately staff Customer Services to address customer reported outages,

inquiries, or complaints.

24

6 Rebuttal Testimony of David _]. Lewis, page 4, lines 13-20.



Surrebuttal Testimony of Donna H. Mullinax
Docket No. 18-04204A-15_0142
Page 7

1

2

3

As the Commission has recognized in the past, ensuring that the competing interests

are balanced is important. 'Huts balance has been achieved by requiring the sharing of incentive

compensation 50/50 between ratepayers and shareholders.

4

5 Q. Does this conclude your Surrebuttal testimony?

6 A. Yes .

E
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ADJUSTMENT NAME' Gila River Deferred Cost
ADJUSTMENT TO: Income Statement
DATE SUBMITTED' ~til 15, 2015
PREPARED BY: Mike Sheehan
CHECKED BY: | avid Lewis
REVIEWED BY:

Acc Jurisdictional

DEBIT CREDIT

~3,100,000

3,190,000 so

Taunt ~any
FERC
ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

497.1 R~ Plato AssetAm<>rliza2ion $a,100,000

ss,1ao,oo0 so

Docket No. E.04204A-15-0142
Attachment DHM-2

ans ELECTRIC, INC.
INCOME STATEMENT PRO FORMal\ ADJUSTMENT
TEST YEAR ENDED DECEMBER 31, 2014

ENTRY TOTAL

NET ENTRY sa,1oo.ooo.0o
l a 53,108000.00

Rgagon for Adjustment

To adjust for cost allowable for recovery per Acc Deferred Accounting Order. Decision No. 74911



Docket No. E-04204A-15-0142
Attachment DH M-2

UNS Electric, Inc.
Gila River Unit 3

In Decision No. 7491 I datexi .lanuaiy 22, 2015, the ACC approved UNS Electric's request to defer for
future recovery non-fuel costs including: (i) depreciation and amortization costs, (ii) property taxes, (iii)
O&M expenses, and (iv) carrying costs calculated at 5% asscvcialed with owning, operating, and
maintaining the plant for the period January I, 2815 tiwough the earlier of April 30, 2016 or the date new
rates go into et%cL The maximum amount of costs subject to deferral is the lesser cf SI0.5 million or the

cumulative deferred savings as of April 30, 2016. The defered savings will continue m accrue until new
rates go into eFllecL UNS Electric will file monthly repent with Docket Control detailing the calculations
related to allowable costs and savings. UNS Electric expects non-fuels costs to approximate $9 million
by the end of20l5.

mike Estimates the total to bv9.1M

1

1

Income .. Gila River Deferred Cost.xlsm
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1 .

EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DQCKET no. E-04204A-15-0142

1

I

!

3
I
I

This testimony will address cost of equity, fait value increment and capital structure for UNS
Electric, Inc. ("UNSE" or "Company").

Staff recommends that the Commission grant UNSE a 9.5 percent cost of equity, 0.50 percent
fair value increment. This is the same cost of equity and fair value increment awarded to UNSE in
Commission Decision No. 74235.

Staff further recommends that the Commission approve the capital structure as proposed by
the Company without any modifications /changes.

Il l



Direct Testimony of Elijah Abinah
Docket No. E-04204A-15~0142
Page 1

1 INTRODUCTION

2 Q. Please state your name, and business address.

3 A. My name is Elijah Abinah. My business address is 1200 West Washington Street, Phoenix,

Arizona 85007.4

5

6 Q. Where are you employed and in what capacity?

7 A.

8

I am employed by the Arizona Corporation Commission ("ACC" or "Commission") of the

Utilities Division ("Start") as Assistant Director.

9

10 Q. How long have you been employed with the Utilities Division?

11 A. I have been employed with the Utilities Division since January 2003.

12

13 Q- Please describe your educational background and professional experience.

14 A.

15

16

17

18

I received a Bachelor of Science degree in Accounting from the University of Central

Oklahoma in Edmond, Oklahoma. I also received a Master of Management degree from

Southern Nazarene University in Bethany, Oklahoma. Prior to my employment with the ACC,

Iras employed by the Oldahoma Corporation Commission for approximately eight and a half

years in various capacities in the Telecommunications Division.

19

20 Q. What are your current responsibilities?

21 A.

22

As Assistant Director, I review submissions that are filed with the Commission and make policy

recormnendations to the Director regarding those filings.

23

24 Q. Have you previously submitted testimony before the Commission?

25 A. Yes.

26
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Direct Testimony of Elijdm Abinah
Docket No. E-04204A-15-0142
Page 2

1 Q. What is the purpose of your testimony?

2 A.

3

The purpose of my testimony is to provide Staffs recommendations on the subject of cost of

capital.

4

5 Q. What is Staffs recommendation?

6 A.
3
I

7 I
I

I

8

Staff recommends that the Commission grant UNS Electric, Inc. ("UNSE" or "Company") a

9,5 percent cost of equity and 0.50 percent fair value increment. This is the same cost of equity

and fair value increment awarded to UNSE in Commission Decision No. 74235, issued on

9 December 31, 2013.

10

11 COST OF CAPITAL

12 Q. Did you perform any Cost of Capital analysis in this case?

13 A. No.

14

15 Q. Are you presenting yourself as an expert witness on the subject of cost of capital?

16 A. No. I intend to present Staffs rationale for utilizing the same cost of capital that was approved

17 in UNSE's last rate case in Decision No. 74235.

18

19 Q. What is the basis for your recommendation?

20 A. Staff relies on prior Commission decisions in making its recommendation.

21

22 Q- Are you stating that prior Commission decisions are precedential or set a precedent?

23 A.

24

25

No. Staff has always maintained that each case stands on its own merit. However, Staff also

believes that prior Commission decisions can be relied on when making recommendations, and

nothing precludes Staff from relying on prior Commission decisions when doing so.

26
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Direct Testimony of Elijah Abinah
Docket No. E-04204A-15-0142
Page 3

1 Q.

2

Can you please explain Staffs rationale for recommending the cost of capital awarded

the Company in its last rate case?

3 A.

4

5

Staff recognizes that cost of capital is an opportunity cost and prospective looking. However,

based on prior experience, relying a prior Commission decision gives Staff comfort because it

is relevant, reasonable and consistent. For instance, in Docket No. E-04204A-09-0206, Staff

6 retained David C. Parcels to evaluate the cost of capital aspect of UNSE's rate case Filing. In

7

8

9

10

I 11

that proceeding, Mr. Purcell developed the appropriate capital structure for UNSE. He then

performed a cost of capital calculation to determine the embedded cost of debt and then

calculated the estimated cost of common equity. In estiimadng the cost of common equity, Mr.

Parcels employed three recognized methodologies and applied them to two groups of proxy

utilities. Consistent with Mr. Parcels's testimony, the three meduodologies resulted in a cost of

i
I
:

12 capital for UNSE that ranged from 7.6 percent to 10.5 percent.

13

14
15
16
17

Methodology

Discounted Cash flow
Capital Asset Pricing Model
Comparable Earning

Range

9.4% -. 10.1°/o
7.6% - 8.3%
9.5% - 10.5%

18

19

20

21

Based on those Endings, Mr. Parcels concluded that the cost of common equity for UNSE was

within the range of 9.5 percent to 10.5 percent. Mr. Parcels further recommended a 10 percent

cost of equity for UNSE. According to Mt. Purcell, 10 percent was the midpoint. In addition,

Mr. Parcels maintained that 10 percent was the cost of capital the Commission approved for

22 UNSE in its prior rate case.

23

24 Q. Did the Commission approve the methodologies and the cost of equity recommended

25 by Mr. Purcell?

26 A.
|

27

The Commission approved the methodologies, however, the Commission decided to award

UNSE a lower cost of equity that was widain the range produced by Mr. Pa,tceH's analysis.

28
|

!l
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Direct Testimony of Elijah Abinah
Docket No. I8-04204A-15-0142
Page 4

1 Q. As it related to the Company's capital stmcmre and cost of debt, did Mr. Parcel] make

2 any adjustments?

3 A. No. Mr. Parcels, based on his analyses, went along with the Company's proposed capital

4 tincture and cost of debt.

5

6 Q. Did the Commission find those recommendations to be just, fair and reasonable to the

7 Company, ratepayers and stakeholders?

8 A. Yes.

9

10

11

In addition, Staff again retained Mr. Parnell to evaluate the cost of capital aspect of

UNSE's rate case tiling in Docket No. E-04204A-12-0504. In that proceeding, Mr. Parcels

developed the appropriate capital structure for UNSE. He then performed a cost of capital

calculation to determine due embedded cost of debt and then calculated the estimated cost of

3
1

12

13

14

15

common equity. In estimating the cost of common equity, Mr. Purcell again employed three

recognized methodologies and applied them to two groups of proxy utilities. Consistent with

Mr. Parcell's testimony, the three methodologies resulted in a cost of capital for UNSE that

ranged from 8.5 percent to 10 percent.

16

17
18
19
20

Methodology

Discounted Cash How
Capital Asset Pricing Model
Comparable Earning

Range
8.5% - 10%
6.5% - 6.8%
9.0% .. 9.5%

21 Based on those findings, Mr. Parcels concluded that the cost of common equity for UNSE

22

23

should be within the range of 8.5 percent to 10. percent. Mr. Parcels further recommended a

9.25 percent cost of equity for UNSE.

24

l



Direct Testimony of Elijah Abinah
Docket No. E-04204A-15-0142
Page 5

1 Q. Did the Commission approve the methodologies and the cost of equity recommended

2 by Mr. Parcels?

3 A.

4

The Commission approved the methodologies; however, the Commission decided to award

UNSE a lower cost of equity that was within the range produced by Mr. Parcell's analysis.

5

6 Q. Did Mr. Parcels make any adjustments to the Company's proposed capital structure

7 and cost of debt in Docket No. E-04204A-12-0504?

8 A. No. Mr. Parcels, based on his analysis, went along with the Company's proposed capital

9 stnxcture and cost of debt.

10

11 Q. Did the Commission End those recommendations to be just, fair and reasonable to the

12 Company, ratepayers and stakeholders?

I
E 13 A. Yes.

14

15 Q.

16

In addition to the independent studies performed by Mr. Parcel! in Docket No. E-

04204A-12-0504, what was the outcome of that docket?

17 A. a

18

19

20

The Company, Staff and the Residential Utility Consumer Office ("RUC()") reached

settlement agreement. The settlement agreement provides for a 9.5 percent cost of equity

which was within the range that the witnesses for the Company, Staff and RUC() each

produced based on their analyses and various methodologies.

21

22 Q. Did the Commission approve the settlement agreement?

23 A.

24

Yes. The Commission found that the agreement reached by the parties was just, fair and

reasonable and was adopted in Decision No. 74235.

25

ill



Direct Testimony of Elijah Abinah
Docket No. E-04204A-15-0142
Page 6

I Q.

2

Based on that, does Staff believe the 9.5 percent cost of equity it recommends in this

case is just, fair and reasonable to all parties involved?

3 A. Yes.

4

5 Q.

6

Based on your review of Mr. Purcell's testimony in prior dockets, does Staff believe that

a cost of capital analysis performed in the instant case would produce a widely different i

7 result?

8 A.

9

10

No. Staff believes drat a cost of capital analysis in the docket would produce a similar, if not

identical, range of 8.5 percent to 10.5 percent regardless of the methodologies employed by the

various parties.

11

12 Q. What are the other reasons for recommending the cost of equity that was approved in

13 the Company's last rate case?
I

14 A.

| 15

16

17

18

19

Staff timely secured external expert witnesses for many of the work elements identified in divs

rate Being through a Request for Proposal ("RFP") process including Rate Base, Revenue

Requirement, Cost of Service, Rate Design, and Engineering. Remaining work elements such

as Cost of Capital, Rules & Regulations, and Power Supply were assigned internally to Staff.

Ultimately, Staff did not conduct a cost of capital analysis, choosing, instead, to rely on the

analysis of David Parcels and prior Commission Decisions.

20

21 Q.

22

Have you had the opportunity to review the Company's testimony on the subject of cost

of capital?

23 A. Yes.

24
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Direct Testimony of Elijah Abinah
Docket No. E-04204A-15-0142
Page 7

1 Q. Can you please briefly describe the Company's proposals?

2

3

4

A.

5

6

7

Yes. For the test year, the Company is proposing the following:

Long Tenn Debt: 47.17 percent

Common Equity: 52.83 percent

Cost of Equity: 10.35 percent

Cost of Debt: 4.66 percent

Fair Value Rate of Return: 6.22 percent

Fair Value Increment: 1.50 percent

Q.

8

9

10

11 A.

Which Decisions are you referencing?

In making its recommendations, Staff relies on prior Commission Decision Nos, 71914 and

74235.12

13

14

15

Q. What was the capital structure proposed by the Company in Docket No. E-04204A-09-

0206?

16 A. The Company proposed a capital structure of 54.24 percent long term debt and 45.76 percent

common equity.

Q. What was the cost of common equity and cost of debt proposed by the Company in

Docket No. E-04204A-09-0206?

A. The Company proposed 11.4 percent cost of equity and 7.05 percent cost of debt.

Q. In Docket No. E-04204A-09-0206, what was Staffs recommendation as it related to the

cost of common equity, cost of debt and capital structure for UNSE?

17

18

19

20

21

22

23

24

25

26

A. Staff recommended a 10 percent cost of equity, 7.05 percent cost of debt, 54.24 capital structure

percent long term debt and 45.76 percent capital structure.
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Direct Testimony of Elijah Abinah
Docket No. E-04204A-15-0142
Page 8

1 Q. What was RUCO'S recommendation?

2 A.

3

4

In Docket No, E-04240A-09-0206, RUCO recommended a cost of common equity of 9.25

percent, 7.05 percent cost of debt and a capital structure of 54.24 percent long tell debt and

45.76 percent common equity.
i

5

6 Q. =3
f

7

In making your recommendation, is Staff relying on any other prior Commission

Decisions?

8 A. Yes. Staff is also relying on Commissions Decision No. 74235 in malting its recommendation.

9

10 Q- What was the capital structure proposed by the Company in Docket No. E-04204A-12-

11 0504?

12 A.

I

i
13

The Company proposed a capital structure of 47.40 percent long term debt and 52.60 percent

common equity.

14

15 Q. What was the cost of common equity and cost of debt proposed by the Company in

16 Docket No. E-04204A-12-0504?

17 A. The Company proposed 10.5 percent cost of equity and 5.97 percent cost of debt.

18

19 Q.

20

21 A.

22

In Docket No. E-04204A-12-0504, what was Staffs recommendation as it related to the

cost of common equity, cost of debt, and capital structure for UNSE?

Staff recommended a 9.25 percent cost of equity, 5.97 percent cost of debt and a capital

structure of 47.40 percent long tern debt and 52.60 percent common equity.

23
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Direct Testimony of Elijah Abinah
Docket No. 18-04204A-15-0142
Page 9

1 Q. What was RUCO'S recommendation?

2

3

A. In Docket No. E-04240A-12~0504, RUCO recommended a cost of equity of 8.16 percent, 5.99

percent cost of debt and a capital structure of 47.40 percent long term debt and 52.60 percent

4 common equity.

5

6 Q.

7

Have you had the opportunity to review the capital structure that was approved by the

Commission in Decision Nos. 71914 and 74235?

8 A. Yes. The Commission approved the Company's proposed capital structures without any

9 modifications or changes.

10

11 Q- Have you had the opportunity to review the cost of debt approved by the Commission

in Decision Nos. 71914 and 74235912

13 A. Yes. In Decision Nos. 71914 and 74235, the Commission awarded UNSE cost of debt of 7.05

14 percent and 5.97 percent, respectively.

15

16

17

Q. Based on the above, is it appropriate for the Commission to approve the Company's

proposed capital structure and cost of debt in this rate case?

18

19

A.

20

21

Yes. As stated above, the Commission adopted the capital structure and cast of debt proposed

by the Company in Docket Nos. E-04204A-09-0206 and E-04204A-12-0504 without any

changes or modifications. Staff believes it is appropriate and in the public interest to adopt the

Company's proposed capital structure and the cost of debt in the instant case.

22



Direct Testimony of Elijah Abinah
Docket No. E-04204A-15-0142
Page 10

l Q. Have you had the opportunity to review the cost of equity approved by the Commission

in Decision Nos. 71914 and 74235?2

3 A: Yes. In Decision Nos. 71914 and 74235, the Commission awarded UNSE cost of ¢qui1y of

l

i

4 9.75 percent and 9.50 percent, respectively.

5

6 Q. Does Staff believe the proposed 9.50 percent will accord the Company the opportunity

to earn a reasonable rate of return?7

8 A:

9

10

11

12

Yes. As noted on page 34, lines 6 through line 9, in Commission Decision No 71914, "[t]here

is no mathematical, mechanical, or precise procedure or fionnula for determining company's

cost of capital. Because the cost of capital is an opportunity cost and is prospective-looking, it

can only be estimated. Experts rely on various analyses to reach recommendations and those

recommendations reflects their use of assumptions and forecasts."

13

14

15

16

Based on the above statement, Staff believes estimating the cost of capital at 9.50 percent will

accord die company the opportunity to earn a reasonable return on its investment because it is

consistent with the public interest.

17

18 FAIR VALUE RATE OF RETURN AND FAIR VALUE INCREMENT

19 Q.

20

In Docket E-04204A-09-0206, what was the fair value rate of return ("FVROR")

proposed by the Company, Staff and RUCO?

21 A. The Company proposed 6.88 percent, Staff proposed 6.01 percent and RUCO proposed 5.95

22 percent.

23

24 Q. In Decision No. 71914, what was the FVROR adopted by the Commission?

25 A. The Commission adopted a FVROR of 6.18 percent.

26

I
I' l l
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Direct Testimony of Elijah Abinah
Docket No. E-04204A-15-0142
Page 11

1 Q. What was the fair value increment approved by the Commission in Decision No. 71914

2 for UNSE?

3 A. The Commission adopted a 2.1 percent fair value increment for UNSE.

4

5 Q. In Decision No. 74235, what was the fair value increment that was approved by the

Commission for UNSE?6

7 A. The Commission approved a 0.50 percent fair value increment.

8

9 Q. Based on that, is it appropriate for the Commission to approve a similar fair value

increment in this rate case?10

11 A. Yes.

12

13 Q.

14

Does Staff have any reason to disagree with the Conlpany's proposed capital stmcmre,

cost of debt, cost of equity, and fair value increment?

15 A. No.

16

17 Q-

18

Does Staff believe it is in the public interest for the Commission to adopt the proposed

capital structure and cost of debt proposed by the Company?

19 A. Yes.

20

21 Q.

22

23 A.

24

Is Staff recommending that the Commission adopt the cost of equity, and fair value

increment as proposed by the Company?

No. Staff believes the Commission should adopt and award the same cost of equity, and fair

value increment that was awarded the Company in Decision No. 74235 because Staff believes

25 it is relevant, reasonable, and consistent.

26

8
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Direct Testimony of Elijah Abinah
Docket No. E-04204A-15-0142
Page 12

1 Q- What are Staffs recommendations in this instant case?

2

3
4
5

6
7

A. Staff is recommending the following:
Long Tenn Debt
Common Equity
Cost of Debt
Cost of Common Equity
FVROR Increment

i

47.15%
52.83%
4.66%
9.5%
0.50%

8

9 Q. Does this conclude your Direct Testimony?

10 A. Yes, it does.

L
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DOCKET no. E-04204A-15-0142

Mr. Solganick's direct testimony summarizes the review perfonned by Blue Ridge Consulting
Services, Inc. {"Blue Ridge") of the UNS Electric, Inc. ("UNSE" or "Company") electric system
planning, quality, maintenance practices, and distribution system reliability indices. Blue Ridge
also reviewed the "used and usefulness" of assets included in the proposed rate base which were
subject to Held inspections. Blue Ridge also reviewed die Company's peak demand, system
energy, numbers and types of customers and system losses.

Blue Ridge's review was performed using a spectrum of techniques including data requests,
interviews, and field visits. This review process is similar to a management or operational audit.
After the analysis of the infonnation provided or developed, Blue Ridge has concluded that the
Company's processes and procedures covering the planning process and various operational
areas are reasonable. Blue Ridge's recommendations for improvement include:

Blue Ridge recommends that the Company perform a loss study covering various
levels, such as transformation and line losses, which would require engineering
input;
Blue Ridge recommends the Company coordinate its loss factors for load
research wider an engineering-based loss study.



Direct Testimony of Howard Solganick
Docket No. E-04204A-I 5-0142
Page 1

1 QUALIFI CATIONS

2 Q~ Please state your name, occupation, and business address.

3 A.

4

5

6

My name is Howard Solganick. I am a Principal at Energy Tactics & Services, Inc. My

business address is 810 Persimmon Lane, Langhorne, Pennsylvania 19047. I am performing

this assignment under subcontract to Blue Ridge Consulting Services, Inc. ("Blue Ridge") on

behalf of the Arizona Corporation Commission ("Commission") Utilities Division's Staff

7 ("Staff' ') I

8

9 Q. Please summarize your qualifications and experience.

10 A.

11

12

13

14

15

16

17

I am licensed as a Professional Engineer in Pennsylvania (active) and New ]ersey (inactive). I

hold a Professional Planner's license (inactive) in New Jersey. I served on the Electric Power

Research Institute's Planning Methods Committee and on the Edison Electric Institute Rate

Research Committee. I have been appointed as an arbitrator in cases involving a pricing

dispute between a municipal entity and an on-site power supplier and a commercial landlord-

tenant case concerning sub-metering and billing. I previously served on two New jersey

Zoning Boards of Adjustment as Chainman and member and a Pennsylvania Township

Planning Commission as Chairman and member.

18

19

20

21

22

23

24

I have been actively engaged in the utility industry for over 40 years, holding utility

management positions in generation, rates, planning, operational auditing, facilities

permitting, and power procurement. I have delivered expert testimony on utility planning

and operations, including rate design and cost of service, tariff administration, generation,

transmission, distribution and customer service operations, load forecasting, demand-side

management, capacity and system planning, and regulatory issues.

25
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1

2

3

4

5

6

7

I have also been engaged (as a subcontractor) to review utility performance before, during,

and after outages resulting from major storms in the state of Washington (major windstorm),

Missouri (summer storms and ice storm), Texas (Hurricane Ike), Jamaica West Indies

(Hurricane Ivan), the two 2011 storms (tropical storm Irene and a major snow stone) that

affected New jersey, and to review the emergency plan of a New England utility. Some of

these assignments were at the request of the utility and others at the request of a state utility

regulator. Testimony, if prepared and filed, is listed in Exhibit HS-1 .

8

9

10

11

12

13

14

15

16

17

I have been engaged by clients to review proposed distributed generation contracts and the

operation and integration of generating assets within power pool operations, and I have

advised the Board of Directors of a public power utility consortium. For a period of four

years, I was engaged by a multiple site commercial real estate organization to manage its

solicitation for the purchase of retail energy. As a subcontractor, I have performed

management audits for the Connecticut Department of Public Utility Control and ratebase

audi ts for the Publ ic Uti l i t ies Commission of  Ohio and the Oregon Publ ic Uti l i ty

Commission. I also provide (as a subcontractor) support for the Staff and Commissioners of

the District of Columbia Public Service Commission for electric and gas rate cases.

18

19

20

21

22

I have led and/or participated in consulting projects to develop, design, optimize, and

implement both traditional utility operations and e-commerce businesses. These projects

focused on the marketing, sale, and delivery of retail energy, energy-related products and

services, and support services provided to utilities and retailers.

23

24

25

From 1994 to the present, I have been President of Energy Tactics & Sexviees, Inc. From

1996 to 1998 I was a Managing Consultant for AT&T Solutions. From 1990 to 1994 I was

26 Vice President of Business Development for Cogeneration Partners of America. In that

I-lll |
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1

2

position, I was responsible for the development of independent power facilities, most of

which were fueled by natural gas and oil.

3

4

5

6

From 1978 to 1990, I held positions of progressively increasing responsibility with Pedantic

City Electric Company in generation, regulatory, performance, planning, major procurement,

and permitting areas.

7

8 From 1971 to 1978, I

9

10

11

was an Engineer or Project Engineer for Univac, Soabar, Buckley

Furnaces and deLaval Turbine, designing card handling equipment, tagging and printing

machines, high temperature industrial furnaces, and utility and industrial power generation

equipment, respectively,

12

13

14

I received a Bachelor of Science in Mechanical Engineering (minor in Economics) from

Carnegie-Mellon University and a Master of Science in Engineering Management (minor in

15 Law) from Drexel University. I have also taken courses on arbitration and mediation

16

17

18

19

presented by the American Arbitration Association, scenario planning presented by the

Electric Power Research Institute, and load research presented by the Association of Edison

Illuminating Companies. I have also taken courses in zoning and planning theory, practice,

and implementation in both New Jersey and Pennsylvania.

20

21 Q. Have you previously submitted testimony in regulatory proceedings?

22 A. Yes. I have testified and/or presented testimony (summarized in Exhibit HS-1) before the

23
24

following regulatory bodies :

25

26

Arizona Coirporation Commission

Delaware Public Service Commission

-

II ow lllul l ll
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1

2

Georgia Public Service Commission

Jamaica (West Indies) Electricity Appeals Tribunal

Maine Public Utilities Commission3

4

5

Maryland Public Service Commission

Michigan Public Service Commission

Missouri Public Service Commission6

7 New Jersey Board of Public Utilities

Public Utilities Commission of Ohio8

9

10

Pennsylvania Public Utility Commission

Public Utility Commission of Texas

11

12 DIRECT TESTIMONY

13 Q. For whom are you appearing 'm this proceeding?

14 A.

15

I am appearing on behalf of the Utilities Division Staff ("StafF') of the Arizona Corporation

Commission ("Cornlnission").

16

17 Q- What is the purpose of your testimony?

18 A.

19 o r

20

21

22

23

24

25

My testimony summarizes the review performed by Blue Ridge Consulting Services, Inc.

("Blue Ridge") of die UNS Electric, Inc.'s ("UNSE" "Company") electric system quality,

maintenance practices, and distribution system reliability indices. We rev iewed the

Company's peak demand, system energy, numbers and types of customers and system losses.

Blue Ridge also reviewed the "used and usefulness" of assets included in the proposed rate

base which were subject to field inspections. The review of the Company's acquisition of a

portion of the Gila River Power Plant ("Gila River") is beyond the scope of Blue Ridge's

engagement and will be addressed by Staff witness Barbara Keene.

26

I I
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How was the review structured?

Drawing on Blue Ridge's and my experience in performing management audits, examining

operations and field reviews of assets, we structured a review that investigated the items listed

above using a number of interlocking techniques often used in management and operational

audits. These techniques are designed to cross reference various items and methods of

review to ensure that the utility has expertise, processes, and procedures that together provide

a reasonable result for their customers.

Our work planning included defining specific data requests and reviewing the Company's

responses before interviews and on-site visits, requesting interviews covering relevant areas of

the Company, performing field visits to verify both the existence of an asset and to observe

the condition of that asset, performing analysis of various data, and considering the

reasonableness of the Company's efforts overall.

In order to verify that the processes supporting the above items are appropriate, we also

examined the planning process of the Company.

What data did you request?

We made data requests covering the following areas'

Background Infonnationi

Planning Processz

Load Research3

Customer and/or Load Informations

System Loss Studies5

1 UNSE response to STF 2.001.
2 UNSE response to STP 2.002 through 10, 72.
3 UNSE response to STF 2.014 and 5.1 .
4 UNSE response to STF 2.016 through 20 and STF 9.2.

lllllllllllll
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1 Construction Standards'

2

3

4

5

Service Qua]ity7

Operations Staffing

Additionally, we selected twelve major projects and generated a questionnaire that was to be

completed for each project

6

7 Q~ What issues did the questionnaire address?

8 A. The questionnaire addressed the following issues:

9 1.

10 2.

Reason for die project

Capital Budget (in or out of budget)

Dateline .11 3.

12 4. Engineering determination

13 5.

14 6.

Cost estimate history

Constructed by employees and/or contractors

15 7.

16 8.

Safety

Off-site assembly

17 9. As-built drawings completed

18 10. Testing process

19 11. Equipment warranties

Maintenance scheduled20 12.

21 13.

22 14.

Impact on subsequent O&M budget

Outages since in-service date

23 15. Accounting details

5 UNSE response to STF 2.062.
e UNSE response to STP 2.071.
7 UNSE response to STF 4.11through 15, 17, 18, 19 and 20.
8 UNSE response to STF 4.16.
9 UNSE response to STF 3.01 through 012.
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1 16. Salvage values

2 17. Retirements

3 18. FERC approvals required

Insurance claims4 19.

5

6

7

8

9

10 •

11

12

13

Questions 1, Z, 3, 4, 5, and 18 are designed to explore the project and the capital

budgeting process.

Questions 6, 7, 8, 9, 10, and 11 are designed to explore construction management and

purchasing-related issues and processes.

Questions 12, 13, and 14 are designed to determine if the Company has or will adjust

its maintenance processes. 3

Questions 13, 15, 16, 17, and 19 are designed to provide information that can be used

in the development of revenue requirements and are not considered in this review.

14

15 Q» What interviews did you request?

16 A. We made requests for interviews in the following areaszw

17 Load Forccasdng

18 Load Research

t9

20

21

22

Capacity plmng

Capital Budgeting

Distribution Planing

Transmission Planning

23 •

24

Outage Management

Distribution Engineering

25

10 UNSE response to STF 2.026.

u ll | l ll Illlllllllllllllllll |



Project No. Project Name Site Visit
31Z000A UNSE Transportation Equlpment - purchase of

vehicles or custom build vehicles (a blanket project)
Not
applicable

3113645 Nogales Tap - Valencia 115-138kV Rebuild Yes
39206448 Vail to Valencla 138kV Line Land & En~ ~. earing Yes
3111643 Valencia TO Replacement No-. leg Yes
3790645 Vail to No~. es Tap 138 kV Yes

3148648 Sonoita Breaker Replacement 115 to 138 kV Yes
3810648 Kantor Transformer Replacement from 115 to 138

kV
Yes

312164A No~ - es Office Building Purchase Yes
3141648 Santa Cruz Valley Fixed Axis PV System Yes
398061A Griffith Substation TO Addition 230-69kV Yes
31266113 69 kV Transmission System Replacements

Kin~ an (a blanket project)
Yes

3143628 Distribution System Integrity & Restoration .- Lake
Havasu (a blanket project)

Yes

Direct Testimony of Howard Solganick
Docket No. E-04204A-15-0142
Page 8

1 Q. What field visits did you request?

2 A.

3

4

5

6

We initially requested Held visits encompassing the twelve selected projects." These projects

were selected primarily on the magnitude of the dollar value of the project. Once we

confirmed the transportation blanket," we decided not to review each individual purchase of

transportation equipment due to the somewhat routine nature and the lower cost per item 'm

this blanket.

7

8

9 Q. How are the Company's operations structured?

10 A..

11

12

13

14

Outage management and dispatch procedures were explored for the Company's two separate

operating areas. Santa Cruz operations is dispatched by Tucson Electric Power Company

("TEP") and Kinsman/Mke Havasu operates its own outage center. Outage calls are

received in the TEIP call center and then dispatched to Santa Cruz or Kinsman/Lake Havasu

as required. Kinsman/Lake Havasu uses an "on-call" lineman to respond to trouble calls."

11 UNSE response to STF 3.013.
12 A "blanket" work order is used to budget for and accumulate costs of a number of smaller capital items or projects.
is UNSE response to STF 4. 16.

Illll ill |



Service Quality Issues 2013 2014 2015
Outages 4 hours or more affecting 200+ customers

Mohave 2 1 2
Santa Cruz 10 5 2

Customer Complaints (Service Outages or Power Quallty)
Resuitz Customer Problem 7 2 1

Transformer Failures
Mohave pa 21 31
Santa Cruz 27 33 5

Direct Testimony of Howard Solganick
Docket No. E-04204A-15-0142
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1

2

3

4

Time Company focuses its reliability efforts using annual worst performing circuits, a process

used by many utilities. Distribution engineering at the Company can and has been

supplemented by resources from TEP, the Company's affiliate, depending on the complexity

of the project.

5

6 Q.

7

What conclusions did you draw about the Company's electric system quality,

maintenance practices, and reliability indices?

8 A.

9

10

11

My conclusions are discussed below; however, it is important to frame the situation. The

Company's service territory is primarily rural with a low density of customers. Systems

serving this type of area are typically radial fed and therefore will have higher outage times

due to the lack of automatic equipment and the long distances that individuals or crews

12 responding to trouble calls have to travel.

13

14 §ervi¢e Quahog

We reviewed the service quality data from the Company as shown in the following chart.

Table 1: Service Quality Issues"

1 5

1 6

1 7

1 8

1 9

2 0

The table above was developed from reports provided by the Company in response to our

data requests. These reports are detailed and indicate the date, time, and duration of major

outages, along with the number of customers affected and the cause of the outage. The

14 Outage data based on UNSE response to STF4.11; Customer Complaints data based on UNSE response to STF 4.12;
Transformer Failures data based on UNSE response to STF 4.17.

ll
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1

2

3

report also includes how the outage was reported and it is notable that some of the outages

are indicated by the Company's Energy Management System and by customers' "no power"

calls. A review of the causes cited allowed us to discuss (during interviews) how the Company

4 analyzes outages and responds to them over the long term.

5

6

7

8

9

Ser:/iw Re/iahilily

The electric utility industry uses standardized measures of outage reporting, which have been

defined by the Institute of Electrical and Electronic Engineers (IEEE) under its standard

number P1366 "Guide for Electric Distribution Reliability Indices." The industry often uses

10 the following relevant measures:

11

Customer Average Interruption Duration Index ("CAIDI") is the weighted
average length of an interruption for customers affected during a specified
time period

12
13
14

15

16
17
18
19

20
21

System Average Intemxption Frequency Index ("SAIFI") is the average
number of times that a <:ustomer's power is interrupted during a specified
time period

System Average Interruption Duration Index ("SAIDI") is the average
duration of internlptions for customers served during a specified time period

22

23

24

25

26

The IEEI8 also recognizes the concept of Major Event Days ("MED"), which factors out

events such as hurricanes, tornados, floods and other events that cannot be predicted,

avoided and/or are considered not repeating. There is a specific methodology to identify a

MED arithmetically and adjust the statistics.

27

28

29

30

Generalized averages for these indices are available, but any utility's performance must be

evaluated within the context of its demographic and geographic characteristics. For example,

a suburban utility with a high customer density can often respond to an outage much faster

mu ll

III



Performance Indices
IEEE Benchmark Standards 2012 2013 2014

CAIDI . 151 Quartlle <93 <92 <91
CAIDI - 2nd Quartile 94-110 93-107 92-1 GO
CAIDI . 3rd Quartile 111-130 108-127 105-127
SAIFI . IS\ Quartile <89 <.85 <86
SAIFI . 2nd Quartile .90-1 .08 .86-1 .no .B7-'1 .07
sAIFI - 3rd Quartile 109-1 ,as 1.09-1 .36 108-1.33
SAIDI - 1st Quartile <93 <85 <86
SA\DI . 2nd Quartile 94-126 86-115 87-115
eA»ol . 3rd Quartile 127.163 116~158 115459

Service Re\iabillty Indices
ans Electric 2018 2011 2012 2013 2014

cAlm 61,41 71.04 58.79 81.32 65.75

SAIFI 0.88 1.51 1.46 1.78 0.87

SAIDI 53.92 10728 100.51 109.36 5T.25

in.
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1

2

3

4

5 a

6

7

than a rural utility (due to shorter travel distances) and the compact configuration of its

system may have inherent redundancy and more extensive automatic equipment, which will

reduce outage times. Systems with high percentages of underground equipment may have

lower outage rates but may take longer to repair if an outage occurs. Conditions, such as

lightning, salt spray, and birds in utility's service territory, may also impact the indices,

although the utility can address some of the impact of these conditions by engineering design

standards.

8

9

10

Table 2: IEEE Performance Indices Benchmark Standardsls'

11

12 Table 3: Service Reliability Indices"

13

14

15

16

17

15 Institute of Electrical and Electronics Engineers (IEEE) Benchmark Year 2015, Results for 2014 Data,
http' I/grouperjeeeorg/groups / td/dist/sd/doc/2015-09~Benchmarking-Results-2014.pd£
to Source data: 2010 through 2012 - STP 4.38 from Docket No. E-04204A-12-0504.
Source data: 2013 through 2014 ... UNSE response to STF 4.20, attachments 2013 Monday and Annual Indices

Repornxlsx and 2014 Monthly and Annual Indices Repomxlsx.

| 111-1
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1

2

3

4

'Ice information 'm Table 5 was initially provided by the Company as the combined

performance of its Santa Cruz and Mohave operations. In the prior case, Staff recommended

that the indices be available service area by service area. The Company was able to provide

the data on the recommended disaggregated basis for 2013 and 2014.

5

6

7

8

9

10

11

The Company's performance for 2012-2014 shows the average customer experienced

outages lasting about 65 minutes, which is among the first quartile of the EEI data. A

customer would expect one or two outages a year, which is among the third or fourth quartile

of the EEI data but not surprising due to the rural nature of the Company's service territory.

Restoration took between one and two hours during that period, which is among the second

quartile of the EEI data and is positive considering the Company's service territory.

12

13

14

Based upon the data trends, size of the Company, demographic and geographical conditions,

and the above statistics, the service reliability of the Company is considered reasonable.

15

16 s o
17

18

19

20

The Company's Senior Director is also the leader of Corporate Safety for both TEP and the

Company. The Company uses a full-time "safety rover" to monitor Company crews and

contractors. Weekly safety meetings are held and work~speciiic tailboard sessions are

conducted. A Corporate Safety meeting is held monthly.

UNSE witness Terry Nay emphasized the Company's philosophy for operational safety by

testifying to its "Target Zero" safety strategy, which includes elements of (1) active safety

leadership, (2) increased employee involvement and engagement in safety activities, and

hazard control and regulatory compliance. Based on this strategy, significant improvement

l  l
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1

2

has been made, reducing its total recordable incident rate from 4.85 in 2013 to 2.72 in 2014.17

However, this still ranks higher than the 2.50 industry average reported by the Bureau of

3

4

Labor Statistics for 2013.18

5

6

Based upon the prcxzesses described and the above statistics, the safety program of the

Company is considered reasonable.

7

8 No specific recommendations are made for these areas of the review.

9

10 Q. What conclusions did you draw about the Company's assets?

11 A.

12

13

14

15

Our evaluation included an examination of the results of the questionnaires (previously

described in detail above), which contained no unusual replies or conditions." For example,

the Company reported a 1.6-minute outage due to a minor problem during start-up of a

major transmission line. Most projects were completed under budget by the selected low

bidder.

16

17

18

19

20

21

22

23

24

My Held v isits included two days in Tucson to accomplish the bulk of the interviews,

including area management for both the Santa Cruz County operating area and the

Kingman/Lake Havasu operating area. I spent a full day, starting `1n Nogales and north to

Tucson, viewing the operations center and observing the capital projects in that area. During

my time in Tucson and Nogales and the area in between, I also observed the electrical

construction used and its condition. Another Blue Ridge employee spent portions of two

days in Kinsman and Lake Havasu viewing the operations center and observing the capital

projects in that area. During the visits to the operating centers, we were able to observe the

17 Direct Testimony of Terry Nay, page 3, lines 14-24.
18 2013 BLS for Electric power generation, transmission and distribution (NAICS 2211), 50-249 employees.

19 UNSE response to STF 3.01 through 3.12
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Q.

A.

v_"__

II!

condition of the faciLity, storeroom, mobile equipment, and the yard. All of the locations and

workmanship. Thus, all of the major rate base additions are considered used and useful. The

equipment observed during the field visits were in-place, appeared as described in the

values of the items will be determined and specified by Blue Ridge's Donna Mullinax,

testifying on behalf of Star No specific recommendations are made for this area of the

review.

What conclusions did you draw about the Company's peak demand, system energy,

System energy and peak data were reviewed by month for the period 2012 through 2014.20

individual customer classes were also examined, and the data plots were rev1'ewed.2'

review.

Monthly load factors were calculated, and the data were plotted and examined. Data for

unusual results were found.

and the number and types of customers?

Monthly Energy
(Thousands)

JUL SEP OCT NOV 93C

No specific recommendations are made for this area of the

..`;.,....
s .4 . _

.. _ ».

\ n c 2012
- - - 2 0 1 3

2014

and evidenced reasonable

No

20  U N SE F ER C  F orm  1  page  401a
21 UNSE response t o  STF  5 .1

n
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3 Q. W h a t  c o n c l u s i o n s  d i d  y o u  d r a w  a b o u t  t h e  C o m p a n y ' s  s y s t e m  l o s s e s ?

4 A. I n  t h e  p r i o r  r a t e  c a s e ,  t h e  C o m p a n y  d i d  n o t  h a v e  o r  p r o v i d e  a  c u r r e n t  s y s t e m  l o s s  s t u d y .

5 T h e  l o s s  s t u d y  p r o v i d e d  i n  t h i s  c a s e  i s  a  s i m p l e  i n p u t ~ v e r s u s - o u t p u t  a c c o u n t i n g  s t u d y ,

6 co ve r i n g  1 2  i n d i v i d u a l  m o n t h s  a t  t h e  t r a n sm i ss i o n  a n d  d i s t t i b u d o n  1 e ve 1 . 2 3  T h e  l o ss  s t u d y

7 p r o v i d e d  d o e s  n o t  i n c l u d e  l o s s e s  a s s o c i a t e d  w i t h  t r a n s m i s s i o n  o f  e n e r g y  o v e r  t h e

8 i n t er c onnec t ed  W es t er n  A r ea P ower  A dmin i s t r at i on  ( " W A P A " ) . 2 "

9

22 Docket No. E-04204A.12-0504 STF 2.23
23 UNSE response to STF 2.062
24 Company email from C Jones 10/13/15 @3:12 AM Item 4
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1

2

Blue Ridge recommends that the Company perform a loss study covering various levels

equipment and voltage), such as transformation and line losses, which would rcqujxe

3 This loss study should also be integrated with the Company's load

4

engineering input.

research, which uses a different estimate of system losses.

5

6 Q. 'What conclusions did you draw about the Company's planning process?

7 A.

8

9

The planning process was investigated to ensure that projects selected for construction are

determined in an appropriate fashion based on reasonable planning criteria and processes.

Without this foundation the usefulness at" individual items cannot be determined. My review

10 of doe Company's planning process involved a number of areas.

11

12

13

14

15

16

17

18

Load Forefayting

The load forecasting process is a bare-bones process that is primacy performed for revenue

forecasting. The residential class forecast is a bottoms~up methodology based upon the

number of customers and die usage per customer, which is developed through regressions

based on average temperature and inputs from multiple sources, such as IHS, local colleges,

and public information. Separate forecasts are developed for Santa Cruz, Kinsman, and Lake

Havasu due to different weather conditions. The dispersion of the residential kilowatthours

19 is made by allocation from past history.

20

21 The commercial forecast is driven from the residential forecast, which is not uncommon in

22 the industry.

23

24

25

The large industrial forecast is a trend of the efNsting customers supplemented by information

from some of those customers. Prior to 2015, the Company did not have any directly

Ill llllll
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2

assigned account representatives." The change to directly assigned representatives should

provide better forward~1ooking information on dais class.

3

4

5

6

7

8

The Company uses analysis and backcasting to determine the reasonableness of its models.

The recent drop in summer usage has been somewhat perplexing to the Company, and the

Company opined that distributed generation and energy efficiency could explain some of the

drop and it might also be the result of  more et sent l ighting and air-conditioning.

Therefore, the Company is considering the use of end-use models to enhance its forecasts.

9

10 The Company's load forecasting process is reasonable for die size of the Company and no

11 specie recommendations are made for dis area of the review.

12

13 Load Research

14

15

16

17

18

19

20

21

Load research utilizes the existing partially installed Advanced Metering Infrastructure

("AMI"). The Company's AMI installation is a one-way system using a fixed area radio

network. For the residential class, approximately 1,000 AMI meters have been randomly

selected to represent die class. The usage per customer of the AMI subset has been

compared to the usage per customer of the customer base and detennined to be a reasonable

approximation. The commercial class is handled similarly. All industrial customers have

interval meters (some of which are AMI), and the unmetered lighting class is calculated using

the bulb wattage but does not include the associated lamp ballast loads.

22

23

24

The Company coniirrns the reasonableness of its load research by comparing the aggregated

load to actual loads on its system. The Company uses an estimated loss factor of 9 percent,

25 noting that WAPA charges 211 arbitrary 3 percent for losses across its transmission system.

25 UNSE response to STF 2.072
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1

2

3

This 9 percent loss factor is greater than the value used in the Compally's loss study" in this

case. The differences arise from the consideration of the losses due to transmission through

WAPA and that die two loss factors are developed using different methods.

4

5

6

The Company is supplementing North American Industry Classification System data with

Nielsen data to allow further analysis capability in the future.

7

8

9

Load research results are used by the Rates Department and, in the aggregate, by capacity

planning. Distribution engineering generally depends on substation level data as opposed to

load research.10

11

12

13

14

The Colnpany's load research process is reasonable for the size of the Company. Blue Ridge

recommends the Company coordinate its loss factors for load research with an engirxeeririg

based loss study (recommended above) .

15

16 Cqbadgl Planning

17

18

19

20

21

22

23

The capacity planning review began with the impact of the two past Integrated Resource

Planning ("IRP") analyses. The Company highlighted the concerns about UNSE's reliance

on the energy market, which led to the purchase of the share of Gila River Unit #3 in concert

with TEP. At present, the Company considers that it has significant flexibility at the Palo

Verde hub, which offers access to 4,000 to 5,000 megawatts of capacity. Short-term supply

planning is focused on having 90 percent of the Company's requirements under contract at

the beginning of the calendar year and the remaining amount before the summer.

24

25 Using the load forecast and distributed generation impacts, the capacity planning group

26 UNSE response to STP 2.062
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generates scenarios that include information/forecasts from multiple sources, such as

McKinsey 8: Company, Pace Global, Energy Information Administration ("ElA"), and

others. Besides the base plan, they also generate a number of scenarios required by the

Commission.

The capacity plan is circulated to transmission planning, environmental, energy efficiency,

renewables, corporate communications, and regulatory personnel. The approval process is

somewhat informal as no transmittal document with required signatures is prepared but

instead consists of a series of emails that reflect the various interchanges that occurred among

the officers involved. Much of this interchange can occur at die regular Monday morning

officers' meeting. Once the IRP is Finalized it becomes die reference case and effectively

drives the "corporate strategy/mission." Other important documents and plans, such as the

energy efficiency implementation plan Gone) and the renewable energy plan Gulf), are

interconnected vadth the capacity plan.

The Compa.ny's capacity planning process is reasonable for the size of the Company and no

specific recommendations are made for this area of the review.

19 Capital Budgeting

The Company's budget process has been accelerated by Fortis, requiring an earlier staring

point March/April). The capital budget begins with defining the number of full-time

employees ("FTEs") available and considers the split between operations and maintenance

("O8cM") and capital projects. The process covers 18 functional groups. The budget group

issues a budget letter specifying customer counts, commodity costs, labor increases, and

outside services. The contributors are asked for a five-year forecast (labor and inateriail that

is detailed (monthly) for the first year and annualized for years four and Eve. Individual

I 'l l
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I project contingencies are discouraged. Each of the individual areas generates a list of

2

3

4

5

potential projects (and blankets), which are analyzed within the respective areas but are

simultaneously tracked by the budget group. The individual groups' lists are culled down

through an internal review; however, marginal projects (those not in the budget) are

maintained (if needed later within the process).

6

7

8

9

10

In July, the various categories are rolled up for the Company and reviewed in a half-day

session consisting of all officers, including the Chief Executive Officer. The individual areas

make die presentations; however, the budgeting group adds costs for standard items, such as

Allowance for Funds Used during Construction and Administration & General along with

estimated in~service dates.

12

13

14

The financial forecast, which provides a 10-year view, is generated in September and October.

The Rate Department, which has continuing input, focuses on the rate impact of the 8nan<:ial

15 forecast. This forecast can be used to trigger events such as financings and rate cases. The

16

17

18

board approves the capital spent in December and reviews the financial forecast, which is

approved at the February board meeting. In due future, this approval is expected to happen

by December to meet Fords's requirements.

19

20

21

22

23

24

25

After approval by the board, a monthly budget review meeting reviews the results. The

budgeting group provides monday spend and quarterly and year-end reforecasts. The focus

is 08cM and occurs at months 2, 5, and 8. Variances are reviewed based on a standard of

$200,000 per project, and any variance over $500,000 requires officer review. Projects not in

the budget are also measured. By definition, a deferral is due to internal causes, and a delay is

due to external causes. While the budgeting group assembles the information, each business

26 area is responsible for its budget.

a l NIH l
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The Company's capital budgeting process is reasonable for the size of the Company, and no

specific recommendations are made for aNs area of due review.

5 Transmission Planning and Engineenltzg

Transmission planning and engineering are provided by the Company's affiliate, TEP. The

Company considers this relationship to function well. Due to the size of the Company, its

use of services from TEP is appropriate. Any review of transmission planning and

engineering should be performed as part of a TEP proceeding.

11 Distribution Planmhug and Engéneedng

Distribution planning and engineering are provided by the Company's operating areas (Santa

Cruz and Kinsman/Lake Havasu) to take advantage of knowledge of local conditions,

history, and construction. Distribution circuits are reviewed on a worst performing circuit

basis and corrective action is defined and implemented. Remedies include additional

segmenting of circuits to reduce the number of customers affected, bird guards, and e

When needed for specialized situations, such as pole lines in high wind areas, the Company's

distribution engineers obtain assistance from the Company's af81iate TEP. Due to the size of

the Company, using services from TEP is appropriate.

Considering our observations of distribution construction, outage data, and interviews with

area management, performance is reasonable for the size of the Company, and no specific

recomrnendadons are made for this area of the review.

What relevant recommendations were made in the pn'or Tate case?

I'll ll
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1 A.

2

As part of Staff's prior case (Docket No. E.04204A-12-0504), W. Michael Lewis, P. E.

submitted testimony on jure 28, 2013. That testimony included six recommendations of

which three are relevant to this case.3

4

5 Recommendation #1 which stated:

6

7

8

9

10

11

12

"We recommend that UNS Electric have its distribution quality of service

indices available, upon request, for review byStaff on a monthly and calendar

year basis. Additionally, we recommend that these indices be by calendar year

on a service area by service area basis, as well as on an overall system-wide

basis. These indices are the Customer Average Interruption Duration Index

("CAIDI"), die System Average Interruption Frequency Index ("SAIFI"),

and the System Average Interruption Duration Index ("SAIDI")."

13

14

15

16

17

Blue Ridge developed data request STP 4.20, then examined the Company's response, which

includes service quality indices in die aggregate for the Company and on a service area basis

for the Kinsman/Lake Havasu and Santa Cruz areas. The Company has met this prior

recommendation, which should continue.

18

19 Recommendation #3 which stated:

20

21

22

23

24

"We recommend that UNS Electric prepare on an annual basis a listing of

the worst perfonning circuits identified by service area and reliability indices

and adopt a program similar to that implemented by TEP to target annual

circuit maintenance toward circuits identified by indices value and survey as

representing the most efficient means of improving SAIFI values."

25
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Blue Ridge developed data request STF 4.14 and STP 4.20, then examined the Company's

responses, which includes the Company's 2013 and 2014 Critical Circuit Analysis for the

Kinsman/Lake Havasu and Santa Cruz areas, which includes service quality indices and worst

performing circuits for the Kinsman/Lake Havasu and Santa Cruz areas.

The Company has met this prior recommendation, which should continue.

Recommendation #5 which stated:

"UNS Electric maintenance scheduling should continue to include thermal

scanning of the substation/switchyard bus and connected lines on a regular

basis, including the BMGS."

Blue Ridge developed data request STP 4.20, and then examined the Company's response,

which includes dermal scanning results for substations. The Company has met this pallor

recommendation, which should continue.

16 Q- Does this conclude your direct testimony?

17 A. Yes, it does.

-
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Exhibit HS-1

Testimony - Howard Solganick

Arizona Corporation Commission
Case - UNS Electric Docket No. E~04204A-12-0504 (June 2013 and July 2013)
Client - Staff of the Arizona Corporation Commission
Scope - Testimony covered revenue decoupling, cost of service, revenue allocation, rate design and other
related issues.

Case .- Tucson Electric Power Company Docket No. E-01933A-12-0291 (December 2012 and January
2013)
Client - Staff of the Arizona Corporation Commission
Scope _ Testimony covered revenue decoupling, cost of service, revenue allocation, rate design and other
related issues.

Case -.- Arizona Public Service Company Docket No, E»0l345A-11-0224 (November and December
2011)
Client - Staff of the Arizona Corporation Commission
Scope - Testimony covered revenue decoupling, cost of service, revenue allocation, rate design and other
related issues.

Public Service Commission of Delaware
Case - Delmarva Power & Light Company Docket No. 10-237 (October 2010)
Client - Staff of the Delaware Public Service Commission
Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues
including revenue stabilization and miscellaneous charges.

Case - Delmarva Power & Light Company Docket No. 09-414 (February 2010)
Client - Staff of the Delaware Public Service Commission
Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues
including revenue stabilization and weather normalization.

Case - Delmarva Power & Light Company Docket No. 09-277T (November 2009)
Client - Staff of the Delaware Public Service Commission
Scope - Testimony covered an analysis of a straight fixed variable rate design for small gas customers and
implementation issues.

Case - Delmarva Power & Light Company Docket No. 06-284 (January 2007)
Client - Staff of the Delaware Public Service Commission
Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues
including revenue stabilization or normalization.

Georgia Public Service Commission
Case - Atlanta Gas Light Company Docket No. 31647 (August 2010)
Client - Public Interest Advocacy Staff of the Georgia Public Service Commission
Scope - Testimony covered revenue forecast, cost of service, revenue allocation, rate design and other
related issues.

1
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Case - Athos Energy Corporation Docket No. 27163 (July 2008)
Client - Public Interest Advocacy Staff of the Georgia Public Service Commission
Scope - Testimony covered rate design and other related issues.

Jamaica (West Indies) Office of Utility Regulation
Case - Electricity Appeals Tribunal (August 2007)
Client - Jamaica Public Service Company, Ltd.
Scope - "Witness Statement" on behalf of the Jamaica Public Service Company Limited. This Statement
covered issues relating to recovery of expenses incurred due to Hurricane Ivan.

Maine Public Utilities Commission
Case - Northern Utilities, Accelerated Cast Iron Replacement Program Docket No. 2005-813 (2005)
Client - Public Advocate of the State of Maine
Scope - Testimony covered an analysis of the program's economics and implementation.

Public Service Commission of Maryland
Case - Chesapeake Utilities Corporation Case No. 9062 (August 2006)
Client - Office of the Maryland People's Counsel
Scope - Testimony covered cost of service, rate design and other related issues .

Case - Baltimore Gas & Electric's (1993)
Client - As president of the Mid Atlantic Independent Power Producers
Scope - Testimony covered BG&E's capacity procurement plans.

Michigan Public Service Commission
Case - Consumers Energy CompanyCase No. U-15245 (November 2007)
Client .. Attorney General Michael A. Cox (Don Erickson, Esq.)
Scope - Testimony covered cost of service, rate design and revenue allocation.

Case - Consumers Energy Company Case No. U-15190 (July 2007)
Client - Attorney General Michael A. Cox (Don Erickson, Esq.)
Scope - Testimony covered issues related to Consumers Energy's gas revenue decoupling proposal.

Case - Consumers Energy Company Case No. U-15001 (June 2007)
Client - Attorney General Michael A. Cox (Don Erickson, Esq.)
Scope - Testimony covered issues related to Consumers Energy and the MCV Partnership.

Case - Consumers Energy Company Case No. U-14981 (September 2006)
Client - Attorney General Michael A. Cox (Don Erickson, Esq.)
Scope - Testimony covered issues relating to the sale of Consumers interest in the Midland Cogeneration
Venture.

Case - Consumers Energy Company Case No. U-14347 (June 2005)
Client - Attorney General Michael A. Cox (Don Erickson, Esq.)
Scope - Testimony covered cost of service and revenue allocation.

2
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Missouri Public Service Commission
Case -- AmerenUE Storm Adequacy Review (July 2008)
Client .- KEMA/AmerenUE
Scope - Oral testimony covered KEMA's review of AmerenUE's system major storm restoration efforts.

Case -. Veolia Energy Kansas City, Inc. File No. HR-2011-0241 (September 2011)
Client - City of Kansas City, Missouri
Scope - Testimony covered various aspects of the Company's tariff provisions and the impact on the city
of Kansas City.

New Jersey Board of Public Utilities
Case - Cogeneration and Alternate Energy Docket # 8010-687 (1981)
Case - PURPA Rate Design and Lifeline Docket # 8010-687 (1981)
Case - Atlantic Electric Rate Case .. Phases I & II Docket # 822-116 (1982)
Case- Power Supply Contract Litigation - Wilmington Thermal Systems Docket # 2755-89 (1989)
Case - NIBPU Atlantic Electric Rate Case - Phase II (1980-81) Docket # 7911-951 (Before the
Commissioners of the New Jersey Board of Public Utilities)
Client - Employer was Atlantic City Electric Company.
Scope - The cases listed above covered load forecasting, capacity planning, load research, cost of service,
rate design and power procurement.

Public Utilities Commission of Ohio
Case - The Application of Ohio Edison Company, The Cleveland Electric Illuminating Company, and
The Toledo Edison Company Case 07-551-EL-AIR (January 2008)
Client - Ohio Schools Council
Scope - Testimony covers issues related to rate treatment of schools.

Case - The Application of the Columbus Southern Power Company 08-917-EL-SSO and the Ohio Power
Company Case 08-918-EL~SSO (October 2008)
Client - Ohio Hospital Association
Scope - Testimony covers issues related to rates for net metering and alternate feed service and related
treatment of hospitals.

Pennsylvania Public Utilities Commission
Case - York Water Company Docket No. R-00061322 (July 2006)
Client - Pennsylvania Office of Consumer Advocate
Subject - Testimony covered cost of service, rate design and other related issues, also supported the
settlement process,

Case - Pennsylvania- American Water Company Docket No. R-2008-232689 (August 2010)
Client .- Municipal Sewer Group
Subject - Testimony covered capacity planning, construction, treatment of future load and associated
revenue, cost of service, rate design, capacity fee and other related issues.

3
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Case - Pennsylvania- American Water Company Docket No. R-2008-232689 (August 2008)
Client -- Municipal Sewer Group
Subject - Testimony covered cost of service, rate design, capacity fee and other related issues, also
supported the settlement process.

Public Utilities Commission of Texas
Case - Determination of Hurricane Restoration Costs Docket No. 36918 (April 2009)
Client - CenterPoint Energy Houston Electric, LLC
Subject - Testimony covered the reasonableness of the client's Hum'cane Ike restoration process for an
outage covering over two million customers and a restoration period of 18 days

4
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EXECUTIVE SUMMARY
UNS ELECTRIC CORPORATION

DOCKET no. E-04204A-15-0142

Mr. Solganick's direct rate design testimony reviews the UNS Electric, Inc. ("UNSE" or
"Company") proposal for cost of service, revenue allocation, rate design, and modifications to the
Lost Fixed Cost Recovery mechanism (LFCR").

Mr. Solganick co-presents due Arizona Corporation Commission ("Commission") Utilities Division
Staff ("Staff") recommendation that the Commission promulgate a long-term plan of rate design for
UNSE and its customers. This plan responds to the schedule for installation of advanced metering
and the opportunities it affords.

Staff recommends that the long-tenn rate design should focus on a three-part rate (customer,
demand and energy) including time-of-use ("TOU"} to better and more accurately relate rates to
underlying costs. Staff also proposes the dining of the implementation of this plan and the further
efforts that UNSE must take to provide customers with the 'information they need to respond to the
more accurate three-part rate design. UNES should also develop. an education program to help
customers understand their usage information and how customers can manage their usage and
change the size of their bills. .

Mr. Solganick evaluates UNSE's Class Cost of Service Study and places its results into perspective
and recommends that it be used as a guide to revenue allocation and a source of unit cost data for
rate design.

Mr. Solganick provides the Staff recommendation for the allocation among the Eve major rate
classes of Staffs recommended rate increase. This recommendation is tempered by the concept of
gradualism due to the changes in rate base and changes M UNSE's recommended cost allocation
methodology.

Based on a review of UNSE's application and responses to Staff data requests and consistent with
Staffs long-term rate design plan, Mr, Solganick provides recommendations for the rate design for
each of UNSE's five rate classes along with Customer Assistance Residential Energy Support
("CARES"), interruptible rates, distributed generation, service fees, the Buy-Through provision,
Automated Metering Infrastructure ("AMI") Opt-Out customers and Economic Development
proposals of UNSE.

Staff recommends that the Commission accept UnSEe's proposal to eliminate the Fixed Charge
Option from the LFCR mechanism. Staff recommends that the Commission reject the Company's
other LFCR proposals and proposes the elimination of the DG portion of the LFCR in the
Company's next rate case.

|
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I INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3 A.

4

5

My name is Howard Solganick. I am a Principal at Energy Tactics & Services, Inc. My

business address is 810 Persimmon Lane, Langhorne, PA 19047. I am performing this

assignment under subcontract to Blue Ridge Consulting Services, Inc. ("81ue Ridge").

6

7 Q- For whom are you appearing 'm this proceeding?

8 A.

9

I am appearing on behalf of the Utilities Division Staff ("StafF') of the Arizona Corporation

Commission ("Commission").

10

11 Q- Have you previously submitted testimony 'm regulatory proceedings?

12 A. Yes. I have testified and/or presented testimony (summarized in Exhibit HSU) before the

following regulatory bodies:13

14

15

16

17

18

19

20

21

22

23

24

25

26

Adzzona Corporation Commission
Delaware Public Senrvice Commission

Georgia Public Service Commission
Jamaica (West Indies) Electricity Appeals Tribunal
Maine Public Utilities Commission

Maryland Public Service Commission
Michigan Public Service Commission
Missouri Public Service Commission
New jersey Board of Public Utilities
Public Utilities Commission of Ohio
Pennsylvania Public Utility Commission
Public Utility Commission of Texas

\

27 i
!

28 Q. Have you previously submitted testimony in this proceeding?

29 A.

30

Yes. I previously provided testimony relating to the engineering analysis of the UNS Electric,

Inc.'s ("UNSE" or "Company") rate base items, service reliability, and planning process on
i

|
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1 November 6, 2015.

2

My previous testimony 'm this case includes a summary of my

background, qua1i8cations, and experience.

3

4 Q. W'hat is the purpose of your rate design testimony?

5 A.

6

7

8 1

9

My testimony provides StafFs long-term plan of rate design for UNSE, analyzes the

Company's Class Cost of Service Study ("CCoSS"), recommends an alternate allocation of

the revenue increase proposed by Staff, and recommends how the increased revenue should

be implemented within the Company's various existing and proposed rates, including a

mandatory transition to Three Pan-TOU rates for residential and small general service

10 customers .

11

12

13

14

15

I also present Staffs recommendations to address Customer Assistance

Residential Energy Support ("CARES") rates, interruptible rates, distributed generation

("DG"), Service Fee charges, Buy-Through provision, Automated Metering Infrastructure

("AMI") Opt-Out and economic development. Finally, I present Staffs recommendations

for the existing Lost Fixed Cost Recovery ("LFCR") mechanism. Some of these topics are

also addressed in the direct rate design testimony of Staff witness Thomas M. Broderick.

16

17 DIRECT TESTIMONY

18 Q. Please summarize Staffs positions?

19 A. Staff recommends:

20

21 Lr2ng~Te7777 Rate Design P/an

22

23

24

25

26

Rates should be based on costs and recognize the concepts of customer, demand and energy

including time-of-use ("TOU"). When changes are made gradualism shod be recognized.

This plan is placed into the context of evolv ing metering and customer information

capabilities.

ll ll
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1 Class Cort of§eMce 5/u4l

2

3

4

5

The purposes of a CCoSS are discussed along with the changes in the Company's CCoSS

including a new production cost methodology. Staff recommends the use of Average and

Excess-NCP, which the Company is proposing.

6

7 Revenue A//ocalion

8

9

10
1

1

1

11

Staff recommends a revenue allocation among the customer classes based on moving all

classes to cost of service but recognizing that gradualism is necessary due to the effects of a

new production cost methodology and the Company's inclusion into rate base of a portion of

12 the new Gila River Unit; #3.

13

14 Rafe Design

15

16

17

18

19

Staff recommends rate designs for each rate schedule and consistent with the long~term rate

design plan recommends the mandatory transition of residential and small general service

rates (including DG customers) to Three Part-TCU rates. Staff also highlights areas where

the Company should provide further information and justification for its proposals.

20

21

22

Staff highlights that due to the changes proposed the Commission shod keep the rate

design portion of the case open to resolve unanticipated customer rate impacts.

23
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1 Mifaellaneous Item:

2

3 CARES ...- Staff recommends that the level of this discount not be reduced and that a

4 CARES provision for the new Three Part-TOU rate shod be developed.

5

6

7

Interruptible Rates ..-. Staff  recommends that the Company's proposed new

interruptible Rider R42 be adopted and that the existing IPS rate should be

eliminated at the end of the Company's next rate case.8

9

10 Distributed Generation - Staff notes that Commission Docket No. E-00000]-14-

11

12

13

14

15

16

17

0023, which is intended to examine the value and cost of DG, may provide useful

information to the parties in this rate case. Therefore, for the time being, Staff does

not propose any changes to the existing net metering tariff or waivers of the net

metering rules but it may update its position in its Surrebuttal testimony or later at the

hearing in this case. If ultimately the Commission continues to rely upon net

metering, the migration to a three-part tariff will not pose any issues as the energy

k p h charges in a three-part tariff and on a time-of-use basis would be used for net

18

19

metering.

20 Service Fee Charges

which fees should apply to Opt-Out customers.

Staff analyses the Company's proposals and recommends

21
22

23 Buy-Through .- Staff looks forward to the input of other parties and does not object

to dis mechanism if there are no adverse impacts and no costs to other customers.24
25

26

27

AMI Opt-Out -. Staff recommends that a non-transrnitting solid-state meter be used

to accumulate information needed for Staffs long-term rate design plan and the

-II Illlllllllllllllllllll\ll\ll H H
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1 t ransi t ion of  Opt-Out  customers to the Three Part -TOU rate along wi th

recommended charges for the installation of the meter and monthly meter reading.2

3

4 Economic Development - Staff supports mc establishment of the program but does

5 not support any request for lost revenues.

6

7 LFCR

8

9

10

Based on a review of the Company's application, supporting testimony, and responses to data

requests, Staff recommends that the Commission reject die Company's proposed changes to

the LFCR mechanism that include:11
12

13

14

15

Allowing the Company to receive recovery for generation costs;

Increasing the recovery for distribution demand costs from 50 percent to 100 percent;

Increasing the cap on recovered costs allowed for each year from 1 percent to 2

16

17

18

19

percent;

Expanding the LFCR mechanism to include revenues lost from a "Buy-Through"

provision to be established in the Company's tariff; and

Combining the Energy Efficiency ("EE") and DG pardons of the mechanism on the

customer's bill.20
21

22

23

24

Based on a review of the Company's application, supporting testimony, and responses to data

requests, Staff recommends that the Commission accept the Company's proposed change to

the LFCR mechanism to eliminate the Fixed Cost Option.

25

26 Staff recommends that the DG portion of the LFCR mechanism:

27

|
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1 Be applied only to lost Fixed costs from the end of the Test year to the rate effective

2 date

3 Be eliminated in the Company's next rate case.

4

5 LONG-TERM RATE DESIGN PLAN

6 Q.

7

Are significant changes occurring in the Company's capability to measure how and

when customers are using energy?

8 A.

9

10

Yes. Based upon discussions between Staff and the Company, the Company expects to

complete a significant majority (subject to a few geographic limitations) of its installation of

AMI by the middle of 2016.1

11

12 Q. How has electric metering changed over mc?

13 A.

14

15

16

Initially there was no metering and infant utilities charged either a flat rate per customer or

charged by the number of light bulbs installed by a customer. This pricing methodology is

still used for lighting (and other fixed load) customers because the number and wattage of

bibs can be accurately verified and enumerated. By not using meters, the costs of meters

17 and meter reading do not need to be charged to those customers.

18

19

20

21

I
I
i

22

23

24

25

With the advent of energy meters at a reasonable cost, coupled with a wider range of lighting

and appliances, utilities began to charge customers based upon the energy consumed. This

type of rate design did not recognize different costs based upon demand (often expressed as

load factor). Two customers using identical amounts of energy but with different usage

patterns could have different levels of demand and require different amounts of generation,

transmission and distribution equipment (at very different costs), and therefore one customer

may be undercharged and the other overcharged if demand was not measured and taken into

1 UNSE Response to STF 2.022

llllll\ l lllullmuulluuuuuuuuuuI
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1

2

account. Alternatively, two customers who require the same equipment might use very

different amounts of energy and again would result in one customer being undercharged and

3 the other overcharged.

4

5

6

7

8

9

10

11

12

13

The introduction of demand meters, which measure peak demand usage within the billing

period along with energy consumed, allowed for the introduction of rate forms such as the

three-pan rate (customer, demand and energy) or a variant (hours of use). The use of the

demand meter and associated rates reduced the disparate impact of energy-only rates.

Demand meters have generally not been used for residential customers due to the cost of the

more complex meter, and the increased complexity of billing and the information that should

be provided to the customer. The residential class was often seen as homogenous enough

not to have wide usage disparities and therefore the cost of demand meters and their

associated rate complexity was not justified.

14

15

16

17

18

19

20

21

For a number of years utilities have been able to measure the consumption of energy over

very narrow time periods (hourly or even 15 minute intervals) but the challenge has been

recording that data cost effectively and then providing that data to customers so that the

customer coda decide whether and how to respond and change their usage (energy) or usage

pattern (demand). Interval data has been used for load research to provide an understanding

of how different customers use energy and the data were typically recorded on magnetic tape

and analyzed in bulk. While interval data were suitable for load research purposes, it was

22 difficult to provide the data to a large number of customers at a reasonable cost.

23

24

25

Similarly, time-of-use meters could accumulate energy usage in a few time-differentiated

periods but these data were only recorded and reported as On-Peak, Shoulder and Off-Peak
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1 and did not offer much information to the customer, such as when the energy was used on an

2 interval basis.

3

4

5

6

7 demand data nor

8

9

10

AMI has benefited from the declining costs of electronic versus mechanical metering devices

and the ability to analyze data on a customer-specific basis. Utilities that have installed AMI

often develop meter data management systems that allow for the extraction of energy and

for billing purposes. Unfortunately, some AMI planning does go far

enough and some utilities cannot provide individual customers their usage information in a

form that supports customers' decisions about how and when to use energy more effectively

and efficiently. .

11

12 Q. Can you provide an example of conveying energy information to customers?

13 A. As a residential customer, my electric utility provides me with access to a portal where I can

14 view my energy consumption.

15

16

17

18

19

20

21

On a macro basis, I can view my monthly consumption and compare it to an aggregate

gt0upi11g of my neighbors and to a more limited aggregate grouping of my most efficient

neighbors. The aggregate nature of these data protects my neighbors' privacy, and the portal

limits my neighbors' access to my data, protecting my privacy. Various entities have opined

that providing this "new" data encourages some customers into becoming more efficient in

their use of energy.

22

23

24

25

My utility also provides me (width a two-day delay) my hourly energy consumption, which is

equivalent to hourly demand. From this timely information, I can determine the peak

period(s) of energy usage and then decide if I wish to change my energy usage in the future.

26

ll
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1

2 Q. How did the confluence of new metering and information capabilities, changing

3 customer characteristics and the Company's proposals in this case initiate a

4 discussion withStaff?

5 A. At this point in time, many utilities have the capability to record interval data as a result of the

6 installation of AMI. Some utilities can provide that data to individual customers in a form
I

§i 7 that is somewhat easily understood, although some customer education is necessary.

8 Residential customers are increasingly becoming non-homogenous as they adopt various

9 forms of heat and distributed generation and as their lifestyles, demographics, and work

10 patterns become increasingly more diverse.

11

12 Staff has raised the concept of offering a "plan" of how rate design should evolve so that the

13 parties to this case could provide their input and the Commission could consider a plan in

- l l l l l  |
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1 order to provide the Company's customers advance notice that changes are underway. As we

2

3

considered potential positions in this case, the wisdom of Staffs suggestion became clear as it

may assist customers as they make their individual long-term energy decisions.

4

5 Q- Please articulate the Staffs long-tenn rate design "plan".

6 A. There are a number of principles within this plan.

7

8

9

10

11

12

13

Rates should be based on costs derived from class cost of service studies not only at the doss

level but also to illuminate the unit costs of individual customer, demand and energy rates.

Marginal costs should be given some consideration but embedded costs are the focus. There

should be a place for test programs tO determine if rate design can alter the need for capital

investment and/or energy costs. When changes occur, gradualism should be used to temper

the short-term impact until the next rate case.

14

15

16

17

Rate design should recognize the concepts of customer, demand and energy, and also

recognize TOU and seasonality ("Three Part-TOU"). The number of rates available to

customers should be minimized to avoid confusion as Three Part-TOU rates allow for cost-

18

19

20

based billing of non-homogenous customers within one rate schedule. Inverted rates would

be supplanted by the seasonal TOU component and the demand component which recognize

load factor.

21

22

23

Generation pricing would reflect the marketplace by considering seasonality, TOU, hourly

pricing and demand response.

24

25

26

Rates should be supported by customer-specific usage information collected under extreme

privacy and security, but available to customers along with tools to help them see the impact

|
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1

2

3

and make decisions. In the long-term, customers might receive cost "warning" using a simple

red/yellow/green indication in their home or business and, for example, their demand

controllers could access detailed price information online.

4

5

6

7

8

9

10

11

Rate subsidies, as determined appropriate, should be clearly delineated, be based on and

computed from standard rates. For example, a CARES customer would be billed as a

standard residential customer including all trackers and adjustment clauses but also receive a

specific discount amount. Should a CARES customer's situation change for the better, the

only change would be the removal of the CARES discount, which would be easily recognized

by that customer. Hence, Staff"s plan migrates CARES eligible customers to the Three Part-

TOU rate. .

12

13

14

15

16

The Comlnission's Docket No. E~00000]_14-0023 will assist Staff and the parties to

determine an adequate methodology and quantification of compensation to potentially

replace net metering. Ultimately if DG results in savings across the utility system and

differentially for specific geographic areas (feeder), these effects would in time be separately

17 identified.

18

19 Q.

20

Does migrating all customers of a class onto a single Three Part-TOU rate limit a

customer's choice to one alternative?

21 A.

22

23

24

25

Customers have very limited options now. The two-part rate allows the customer to increase

or decrease his/her energy consumption to change the total bill. A two-part rate with TOU

allows the customer to increase or decrease his/her energy consumption and when that

energy is consumed but does not reflect the intensity or magnitude of use. The Three Part~

TOU rate allows for a third dimension that the customer can use to affect the intensity of

26 use.

lllll l
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1 One customer may come home from work, turn on the air conditioner, shower using hot

water from an electric water heater and start the clothes washer all at the same time. A2

3

4

second customer may decide to linger with friends and have dinner out but have the air

conditioner begin to cool the home before arrival, shower later in the evening and set the

5

6

7

8

9

clothes washer to start at 4 AM. The intensity of multiple electric appliances operating

together places a greater load on the system than due load of a single appliance. The Three

Part-TOU rate prices the consumption and usage pattern differently by charging for both the

demand (intensity) and energy consumed separately. In each case, the customers can choose

the usage and pattern they wish and be charged appropriately for raising or lowering the

10 utility's costs.

11

12 Q. Can you try another analogy?

13 A.

14

15

16

17

18

Yes. A rental car customer decides what size car to rent. Larger or more expensive cars cost

more per day, whether the car is driven or not. When driven, the renter pays for the gas.

Rental car pricing may also be different on weekdays compared to weekends. The size of the

car is similar to demand, the miles driven (gas purchased) is similar to energy, and the

weekday/weekend similar to TOU. If one renter chooses a small car for weekday errands

and another for a long weekend trip for a family of six, the Final charges will be different.

19

20 Q. What would be the long-term impact of this rate design "plan"?

21 A.

22

23

24

25

26

Customers would have greater information available to make their own energy decisions, and

rates would more accurately price those decisions and lessen the consequential impact on

other customers. Over time, customer and demand charges would gradually increase and

energy charges would become "purer" and lower for the distribution component. A

customer could reduce costs by adjusting demand and/or by changing energy usage. The

customer benefits from tools and education to take the best advantage of new rate forms.

l |



Direct Testimony of Howard Solganick
Docket No. E-04204A-15-0142
Page 13

1

2

As the Three Part-TOU rate design becomes fully implemented, the magnitude of die LFCR

will diminish and can be eliminated for DG, as it is a "He" for rates that focus too highly on

3 energy .

4

5 Q. Are these concepts new or new to the Company?

6 A.

7

For medium and large customers demand rates have been the norm and a Three Part-TOU

rate is available. Flat rates are still appropriate for Fixed, predictable loads such as lighting,

8 cable amplifiers and traffic signals.

9

10

11

12

13

In the previous UNSE rate case (Docket No. E-04204A-12-0504), I raised a number of these

concepts but did not articulate them as ; plan. Similarly, in this case the Company has raised

some of these concepts but has not provided the data and education components critical for

customer understanding of the 'Item Part-TOU rate design.

14

15 Q. What are the important transition principles for the move towards the long-term rate

16 design plan?

17 A.

18

19

Rate design should not be changed until customers have private, secure, easy, timely and

comprehensible access to their usage data. Staff recommends that the Company develop and

submit a detailed transition plan for Residential and Small General Service customers in its

20

21

rebuttal.

22

23

24

25

26

As with most any mandatory transfers from old rate designs, the initial transfers should be

done in phases. Customers with the opportunity to change their usage or usage patterns

should be transferred first. This will generally imply that larger users within a class or rate

who have many appliances and/or uses for energy and therefore have multiple opportunities

to change the appliance stock and usage pattern would be transferred Erst. Customers who

I.

|
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1

2

3

might have Ody lighting and refrigeration (low use) might be transferred last. Transferring

customers in phases allows for testing et education and information transfer and is best

tested with smaller customer classes first.

4

5 Q. What other actions might be needed during the transition?

6 A.

7

8

9

The Commission should keep the rate case open beyond its revenue requirements decision to

monitor the transition and deal with unknown problems if they occur. This period should

last at least six months past any required transition period or a minimum of 18 months. The

Commission has done divs with prior cases; however, I am not opining on the legal

10 methodology to accomplish that.

11

12 revenue

13

The utility should monitor by rate schedule and report (revenue and customer

impacts) quarterly to Staff and changes in revenue should be analyzed on an annual basis.

14

15

16

17

18

The transfer from a two-part to a three-part rate may adversely affect certain customers. For

example, school admletic Held lighting that is separately metered (not as part of a school

building complex) and uses energy a few times a year may see a significant impact on that

particular bill. The Commission may wish to consider the iinpact of the rate design change

19 on the total electric bills of the school or district and, if needed, institute a transitional "rate

20

21

22

23

24

stopper" to limit the impact on the customer. The impact should be evaluated over at least a

one-year period on the customer's total bills, not on a single bill or account basis. The impact

should be balanced against the costs that the utility incurred when the school district decided

to not connect the f ield into its internal wiring system (to save the distiNct a capital

expenditure). The Company can assist by identifying potentially affected customers. Staff

2 ACC Decision No. 73912 page 73

|
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1 witness Thomas M. Broderick provides more details about potential "vulnerable" customers

2 'm his testimony.

3

4 CLASS COST OF SERVICE STUDY

5 Q- What is the purpose of a fully allocated cost of service study?

6 A.

7

I

I

8

9

8

1

10

just as Me rate case revenue requirements process studies each element of the Company's

operations to determine the overall cost to operate the Company efficiently and effectively, a

fully allocated cost of service study attempts to determine the individual cost to serve each

customer class and subclass. A fully allocated cost of service study is intended to assist the

Commission to allocate revenue requirements among customer classes.

11
3

12 Q. How can a regulator use the cost of service study?

13 A.
i

14

Because customer classes use the utility's system on an interrelated or shared basis, regulators

have historically used a fully allocated cost of service study as a guideline to allocate revenue

15
3

16

among classes. Regulators typicMy also consider economic, social, historical and other

factors that may affect customers when determining revenue allocation. Such considerations

17 often result in rates that deviate from strict cost of service..

r

18

19 Q. Are there limitations to a cost of service study?

20 A. Yes. A cost of service study involves judgment and decisions on the part of the practitioner

21

22

23

24

25

in assigning costs to the various customer classes. In some situations, decisions are made to

use a particular allocation factor for a particular account. In other situations, data used to

develop an allocation factor are not always complete and/or timely and the practitioner must

deal with the resulting uncertainty. Consequently, the cost of service study acts as a guide in

revenue allocation and in formulating rate design.

26
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1 Q. Has the Company provided a class cost of service study?

2 A.

3

4

5

Yes. The Company provided its CCoSS based on the Test Year (twelve month period ended

December 31, 2014).3 Schedule G provides the individual class returns for the Company's

five major service classes (Residential, Small General Service, Medium/Large General Service,

Large Power Service and Lighting) .

6

7 Q. Have you reviewed the CCoSS presented by the Company?

8 A.

9

10

Yes. The CCoSS was provided as Schedules G-1 through 7. I performed a review of the

allocations, developed data requests and reviewed the answers to Staff and odder parties. I

conducted informal technical conferences with the Company to understand certain aspects of

11 the CCoSS.

12

13 Q. Did the Company adjust or normalize its revenues?

14 A.

15

16

Yes. The Company used a Test Year (twelve months ending December 31, 2014) and then

adjusted i t to ref lect more normal or appropriate (f rom the Company's v iewpoint)

conditions.4

17

18 Q. Has the CCoSS changed from the prior rate case (Docket No. E-04204A-12~0504)?

19 A.

20

21

22

23

24

Yes. The prior CCoSS had six service classes (Residential, Small General Service, Large

General Service, Large Power Service, la/Lining and Lighting). The Residential, Small General

Service and Lighting classes are similar. The Company created new rate schedules for

Medium General Service ("MGS") and Large Power Service ("LPS") based on demand and

voltage criteria from the former Large General Service ("LGS") and Large Power Service rate

scheddes.5

3 UNSE Filing Schedule G
4 UNSE Filing Schedule G~1 lines 41 and 44; Schedule G-2 lines 39 and 42
s Jones Direct 44:4 and 44:12
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I
i

E
E

1 Q. Are the changes to the service classes appropriate?

2 A.

3

4

5

Yes. The differentiation by demand and voltage proposed by the Company is appropriate.

The combination within this case's CCoSS of Medium General Service and Large General

Service classes should be disaggregated in the Company's next CCoSS as the transition to the

MGS rate schedule will have been completed.

6

7 Q. Have the Company's capacity resources changed since the last case?

8 A. Yes. The Company recently purchased a 25 percent share of the Gila River Power Plant Unit

9 #3 combined cycle generating plant in concert width its affiliate Tucson Electric Power

10 ("TEP") _e

11

12 Q. Please describe the attributes of a typical combined cycle generating unit?

13 A.

14

15

16

A combined cycle generating unit is fie>dble in that it can start and stop operations (dispatch)

easier than a coal or nuclear plant and is generally more thermally efficient than most other

forms of fossil and nuclear generation. Typically combined cycle plants are Fueled by natural

gas with distillate oil backup.

17

18 Q. What allocators does the Company use for its power supply expenses within the 2014

19 CCoSS?

20 A.

21

22

23

24

For Other Production Plant, the Company uses the DPROD allocator, which is classified

exclusively as demand? For Other Production Expenses, the Company uses the EFUEL

allocator, which is classified exclusively as energy's For Purchased Power Expenses the

Company uses the EFUEL allocator for energy charges, which is classified exclusively as

€I1crgy_9

6 Hutchens Direct 2:6 and 8:6
7 UNSE Schedule G-3, Sheet 4, lines 14-20
8 UNSE Schedule G~4, Sheet 4, line 18
9 UNSE Schedule G-4, Sheet 4, line 29

r
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1 Q- What allocator methodology did the Company use for DPROD?

2 A.

3

The Company states that it used an Average and Excess allocator for production plant and

€XP€n3€5_10

4

5 Q- Has the Company changed the selection of the DPROD allocator since the last case?

6 A. Yes. Previously the Company used a Peaks and Average allocator in its 2012 CCoSS."

7

8 Q-

9

Is the Company's Average & Excess 8: CP allocator a standard production

methodology?

10 A.

11

12

13

14

15

16

Although die Company stated that it is using an Average and Excess allocatorlz it was non-

specific in written testimony about the construction of the allocator. However, the Company

provided a table within its testimony showing the impact of various allocators on class

returns.'3 Within this table, the Company describes its Average and Excess allocator as

Average & Excess & CP, which, based on the title, woad be non-standard. Using

coincident peaks (one or more) within the average and excess allocator is not a standard or

recommended methodology.

17

18 Q.

19

Why do you say that Average 8z Excess & CP does not appear to be a standard

methodology?

20 A. The Electric Utility Cost Allocation Manual indicates:

21
22
23
24

"If your objective is - as it should be using this method .- to reflect the
impact of average demand on production plant costs, then it is a mistake to
allocate the excess demand with a coincident peak allocation factor because it

!
g

10 ]ones Direct 25'3
11 Jones Direct 25:3
12_]ones Direct 25°7
13 ]ones Direct 25:12

i

1
8
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i
;

1

2

produces allocation factors that are identical to those derived using a CP
method. Rather, use the NCP to allocate the excess demands."14

3

1

3

E

§

I3

4 Q. Did you explore this concern with the Company?

5 A.

6

7

Yes. The Company indicated that the DPROD allocator is a traditional A&E-NCP allocator

but is allocating the CP value, thus the use of CP as an identifier. The Company confirmed

this in an email."

8

9 Q. What is Staffs recommendation for an appropriate methodology for the DPROD

10 allocator?

11 A. 4
I
i

12

13

14

15 i
I

16

17

The appropriate methodology is Average and Excess-NCP (no coincident peaks) as

supported by the National Association of Regulatory Utility Commissioners ("NARUC")

Manual as noted above. This allocator reflects both average load (energy) and excess load

(demand) without algebraically becoming a CP allocator. This methodology is a better it to a

capacity plan that focuses on both energy and capacity (and selects an efficient and flexible

generation technology). Based upon the Company's response, the Company"s Average &

Excess 8: CP allocator meets Staffs recornmendadon.

18

19 Q. Are there disproportional impacts between the present CCoSS and the prior one?

20 A.

21

22

23

24

As Exhibit HS-2 shows, the change for the Residential and Small General Service classes is

higher than the change for the Company in total. For example, Net Production Plant

increased by 69 percent for the Company but 91 percent for the Residential class and 126

percent for the Small General Service class. Energy costs decreased 10 percent for the

Residential class but less than the 16 percent decrease for the Company.

25

.

14 NARUC Electric Utility Cost Allocation Manual January, 1992, page 50
15 Email from Craigjones dated 10/13/15 3:12 AM Item 1
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3

1 Q. Is the Company proposing to return deferred funds to customers?

2 A.

3

4

Yes. The Company is proposing to return approximately $9.3 million to customers on a one-

time basis."' This refund would How through the Purchased Power and Fuel Adjustment

Clause ("PPFAC") and dierefore be effectively allocated on an energy basis.

5

6 Q. What is the result of the Company's capacity allocation proposal in this case?

7 A.

8

9

The use of the new DPROD allocation methodology (A&E-NCP) raises the allocation to

lower load factor classes (more costs), while the use of an energy allocation methodology for

the deferred funds reduces the allocation (less savings) to the lower load factor classes.

10

11 Q.

12

Is the Company's proposal to change to a new DPROD cost allocation methodology

and return the deferred birds on an energy basis inappropriate?

13 A.

14

15

The Company's allocation proposal is not inappropriate; however, the effects on lower load

factor classes is significant because thqproposal is accompanied by a significant increase in

power production capital costs.

16

17 Q. What is the impact of the change to the DPROD allocator?

18 A .

19

20

21

22

23

24

The Company provided a comparison of the impact of demand allocators (Average & Excess

& CP and Peaks 8: Average 81: CP) after the Company's proposed increase." Assuming

that only the production plant allocation methodology has changed, the class remen for the

Residential class has gone from 6.82 percent using P8cA to 6.00 percent using A&E; Small

General Service class 8.90 percent to 6.40 percent; Medium/Large General Service 9.84

percent to 12.96 percent; Large Power Service 8.76 percent to 9.06 percent; and Lighting

10.84 percent to 7.87 percent; while the overall Company remained constant (as it should) at

25 7.93 percent.

*6 Application page 6 (Table Gila River Deferred Savings)
17 Jones Direct 25:11
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1 Q. How have the returns of the classes changed between the present and prior CCoSS?

2 A.

3

4

5

6

Exhibit I-IS-3 compares various items between the two CCoSS. In the 2012 CCoSS (12-0504)

[line 12] all classes had positive class rates of return except the Mining class, whllle in the

present CCoSS [line 33] the Residential and Small General Service classes have negative

returns. A more consistent basis to compare returns uses the Unitized Rate of Return

("UROR") [lines 13 and 34], which is the class return divided by the Company return.

7

8 Q.

9

Does the Company's allocation of income taxes by class have an impact on the

returns calculated?

10 A.

11

12

13 more

14

15

16

17

The Company appears to allocate doss income taxes on the sum of return does rate base

plus operating expenses (without income taxes). Using this methodology, positive taxes are

allocated to a class that is not providing enough revenue to cover expenses. An alternative

(sometimes used) calculates class income taxes based on the profitability of the class,

akin to how a business is taxed. This difference in methodology magnifies the disparity

between positive and negative class returns. However, when all classes have positive returns

close to the Company's return the effect is smaller and of less consequence than the other

changes discussed above.

18

19 Q. What CCoSS recommendation does Staff have for the Commission?

20 A.

21

22

23

24

25

26

There are two major effects operating in the same direction in this case. While the

Company's net distribution plant has decreased by 1 percent, net production plant has

increased by 69 percent. Simultaneously, the Company has changed its production plant

allocation methodology from Average & Peak to Average & Excess-NCP. These two

changes magnify the individual impact on classes, such as Residential and Small General

Service. Therefore, the Commission should use the Company's CCoSS as a general guideline

and invoke gradualism in its class revenue allocation decision for this case.

|
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1 REVENUE ALLOCATION

2 Q- What non-cost considerations should the Commission consider during its

3 deliberations on revenue allocation?

4 A.

5

6

7

8

9

10

11

The Commission shod consider the relative positions (from the CCoSS) of the classes along

with the qualitative issues such as economic conditions for consumers, the business climate

and past practices when deciding what portion of a revenue increase is allocated to each class.

Also, the size of the classes limits how much the Commission can move a class at the

conclusion of any single rate case. For example, the new Medium/Large General Service

class is almost five times larger than the SmM General Service class. The Residential class is

six times larger than the Small General Service class and more than all other classes

combined." 1

12

13 Q-

14 A.

What principles do you use to allocate revenue among rate classes?

I have used mc following principles:

The individual rate classes should be gradually moved toward an UROR of 1.000 over

one or more rate cases depending on the frequency of rate cases and the distance of

the class' UROR from 1.000.

15

16

17

18

19

20

21

22
23

24

There should be an upper bound of 150 percent for any class' percentage increase in

revenue compared to the overall percentage increase in revenue.

There should be a lower bound of 50 percent for any class' increase compared to the

overall increase.

25

is Schedule G-1, Line 20 Total Electric Revenue From Sales

l l H l lllll l umm l ll l | W la l la Clun l l
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1 Q. Are there other concepts that apply in this case?

2 A.

3

4

5

The purchase of the combined cycle generating unit was intended to stabilize energy costs,

which provides benefits to all customers. Therefore, it would be inappropriate to reduce

rates for any customer doss because that would send a confusing message about the new

plant expenditure.

6

7 Q. What is the Company's proposed revenue allocation?

8 A.

9

Based on Schedules G-1 and G-2 [lines 22 and 20 respectively], the Company is proposing to

allocate 91 percent of its requested $22.5 million increase to the Residential class, 11.8 percent

to the Small General Service class, small amounts to the Medium/Large General Service10

11 classes and a reduction to the Large Power Service class.

12

13 Q. Have you modeled various revenue allocations based on SteEPs recommended

14 revenue requirements?I

lE
!: 15 A. Exhibit HS-4 models Staffs proposed increase a number of ways. For comparison purposes

16 the increase was allocated:

E 17

18

19
20

21
22
23
24

25
26
27
28

Proportional to the Company's proposed revenue allocation percentages
Equal percentage increase (across the board by revenue)

Moving all of the classes to the same return (UROR equals L000)
Moving the Residential and Small General Service classes 50 percent of the amount
needed to reach parity (and increase all other classes by an equal 10.1 percent)
Moving the Residential and Small General Service classes 60 percent of the amount
needed to reach parity (and increase all other classes by an equal 6.3 percent)

Moving the Residential and Small General Service classes 67.7 percent of the amount
needed to reach parity (and increase all other classes by an equal 3.7 percent)
Moving the Residential and Small General Service classes 75 percent of the amount
needed to reach parity (and increase all other classes by an equal 0.5 percent)

29
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1 Q. What is Staffs recommendation on revenue allocation?

2 A.

3

4

5

6

Based upon the present and prior CCoSS, the principles discussed above, the impact of the

purchase of the combined cycle plant and the relative impacts between classes, Staff

recommends that the eventual revenue requirements be allocated by increasing the

Residential and Small General Service classes 50 percent of the amount needed to reach parity

and increasing all other classes by an equal 10.1 percent to obtain the tow revenue

7 requirement.

8

9

10

11

12

13

As shown within the box in Exhibit HS-4, under Staff's recommended revenue allocation the

Residential and Small General Service classes receive 58.3 percent and 7.3 percent of the

overall increase compared to the Company's proposal Of 91.2 percent and 11.8 percent for

those two classes respectively. Under Staffs proposal, all classes receive an increase while die

Company's proposal decreased the revenue requirement for the Large Power Service class.

14

15 Q. If Staffs recommended revenue allocation is adopted what will the class returns be?

16 A.

17

18

The results of the proposed revenue allocation are forecasted in Exhibit HS-4. All classes will

have a positive return; the UROR of the "low URGR" classes (Residential and Small General

Service) will increase and the UROR of the "high UROR" classes will decrease, moving all

19 classes towards parity.

20

21 Q. Has the Residential class been subsidized by other classes in the past?

22 A. Yes. Exhibit I-IS~3 summarizes the Company's latest two CCoSS. In the 2012 CCoSS the

23

i 24

25

UROR [line 13] is less than 1.0 for the Residential, Large Power Service and Mining classes

indicating subsidization by the other classes. In the present CCoSS the UROR Aline 34] is less

than 1.0 for the Residential and Small General Service classes.

26

1 |



i
!

-

Direct Testimony of Howard Solganick
Docket No. E-04204A-15-0142
Page 25

i
3 1 Q.

2

3

4

Please explain why, if the Residential and Small General Semlce classes are being

subsidized by other classes, Staff is not :recommending class revenue increases to

bring those classes to parity, which would be consistent with the rate design plan Staff

is recommending and you have detailed above.

5 A.

6

Staffs plan articulates the concept that "Rates should be based on costs derived from class

cost of service studies...", however the plan is a Iang-M771plan.

7

8

9

10

11

12

13

Exhibit HS-4 shows that to bring the Residential class to parity would require a class revenue

increase of 116 percent of the total increase and an increase of 14.7 percent of the total

increase for the Small General Service class (significantly higher than die Company's

proposal). Exhibit HS-2 demonstrates that significant changes have occurred between the

two CCoSS due to the impacts of the acquisition of a portion of Gila River Unit #3 and the

change in the DPROD allocator.

14

15

16

17

As explained above, revenue allocation is not just an algorithm-based process but it is

tempered by a Commission's evaluation of other factors. Also Staffs recommendation to

move half way to removing the subsidy allows for the completion of the process in a

18 following case.

19

20 RATE DESIGN

21 Q- Please summarize the Company's rate design proposal.

22 A.

23

24

The Company's rate design objectives are "To align rate structures with our customers'

evolving energy use", "To reduce the level of cross-subsidies between customers" and "To

give the Company an appropriate opportunity to recover its Fixed costs.".19

25

19 Hutchins Direct 6:16
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1

2

3

4

5

6

7

The Company has focused on the use of a three-part rate design (customer, demand and

energy charges) that would be mandatory for all new DG customers and optional for other

Residential ("RES") and Small General Service ("SGS") customers." The Company suggests

that these changes are to better align the Colnmission's policies with the Company's need for

Fixed cost recovery and system usage." The Company is also supporting gradualism when

making rate design changes." For new DG customers, the Company is proposing monthly

bill credits for any excess energy delivered to the Company's system."

8

9 Q. Whlat was the Company's primary concern in developing its rate design proposals?

10 A.

11

12

13

As I understand the Company's approach, mc focus was on developing and then moving to a

three-part rate in order to maintain the recovery of Fixed costs. A concern is expressed that

seasonal customers, vacant homes or businesses, and DG customers (with their associated

low kph consumption) limit the Company's ability to recover Fixed costs.2" |

E

14
|

1
1

3

15 Q- Is this focus on fixed costs sufficient to support rate design changes?

16 A.

17

18

19

If Fixed costs are not properly accounted for in the rate design, intra-class subsidies will occur.

The challenge is how to and how fast to make the changes. RES and SGS customers have a

simple rate design and even the acceptance of TOU rates in these classes has been limited."

With new rate forms, some customers need education and support to achieve a meaningful

20 transition.

21

20 Hutchins Direct 1028, Dukes Direct 16:6 and 19.11
21 Hutchins Direct 10:23
22 Hutchins Direct 14:14
23 I-Iutchens Direct 15:7
24 Dllk€s Direct 11:14
25 Schedule H-2-1 line 3 (230 customers)
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1 Q. Is the Company's unit cost analysis in Schedule G-6-1 useful in evaluating its

2 proposed customer charges?

3 A. Many of the concerns about the CCoSS do not apply to the direct customer costs. The

4

5

6

7

8

Company also updated Schedule G-6-1 and the update should be used as a point of

compaNion." The Company's information shows direct customer costs, an amount that

includes meters, billing and collection, meter reading costs and the service line or drop. The

Company has indicated that it used a minimum-sized system to allocate portions of the

distribution system (such as poles, wires, transformers) to the customer component." These

costs are included in the customer-related unit costs."9

10

11 Q- What chauunges does the Company propose for the Residential Service (Rate RES-01) I
|

12 rate?

13 A.

14

15

The Company is requesting an increase in the customer charge from $10.00 to $20.00.29

Energy charges also are proposed to increase," and the Company is proposing to eliminate

the third tier for revenue stability reasons."

16

17 Q.

18

What changes does the Company propose for the TOU Residential Service (Rate

RES-01 TOU) rate?

19 A.

20

21

The Company is requesting an increase in the customer charge from $11.50 to $20.00 for

TOU customers," and adjustment in the rate to match the configuration of the Super Peak

TOU rate."

22

3
1

26 UNSE Response to STF 2.056 and STF 2.057
27 UNSE Response to STF 2.069
28 Email from Craigjones dated 10/13/15 2:49 AM
29 Jones Direct 40:23
so UNSE Schedule H-3, Page 1
31 Jones Direct 42:1
52 UNSE Schedule H-3, Page 1
33 Jones Direct 42:13

I
!
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1 Q. What are the residential customer costs?

2 A. The Cornpants information shows that direct customer costs are 314.7394 This amount

3

4

includes meters, billing and collection, meter reading costs and the service (line or drop) and

die components that form the minimum-sized system.

5

6 Q. What changes does Staff recommend to the RES-01 residential rate?

7 A. For the pre-transition period Staff recommends the following modifications of the

CompaI1y's proposal:8

9
3

10 •

11

The existing rate design including the third tier (over 1,000 kph) should be retained,

but the inclination should be flattened by increasing all blocks by the same amounts

12 per kph.

13

14 All residential customer charges should be 3515.00 to match the Compally's costs.

15 Wide the advent of AMI, all customers will be using the same meter.

16

17

18

19

20

The revenue allocated to the Residential class should be collected Erst by an increase

in the customer charge up to the level proposed here, with the remainder (if any)

recovered by increased energy charges. Applying the revenue increase to the

Customer Charge Erst will increase recovery of fixed charges and reduce the impact

within the LFCR mechanism.21

22

54 UNSE Response to STF 2.057, Schedule G-6-1, Line 23 and Email from Craigjones dated 10/13/15 at 2:49 AM
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1 Q. What is the impact on residential customers of Staffs pre-transition

2 recommendations?

3 A.

4

5

Based upon Staffs recommended overall increase in revenue requirements along with its

revenue allocation and pre-transition rate design changes, residential customers woad see

increases as shown in Exhibit HS-5 as compared to the Company's proposal.

6

7 Q. What changes does the Company propose for the Small General Service (SGS-10) rate?

8 A.

9

10

For SGS customers, the Company is requesting an increase in the customer charge from

$14.50 and $16.50 (ram) to 83000.35 The energy charges also are proposed to increase."

This non-demand class will be limited to customers with a maximum energy consumption of

11 12,000 kph.

12

13 Q.

14

Is the Company's increase in the customer charge for Small General Service

customers (SGS-10) appropriate?

15 A.

16

The unit cost information in Schedule G-6-1 indicates that customer costs for the SGS Class

are $2974.37

17

18 Q. What changes does Staff recommend to the SGS rate?

19 A. For the pre-transition period Staff recommends the following modif ications of the

Company's proposal:20
21

22 The customer charge of $30.00 as requested by the Company is appropriate.

23

24

25

The revenue allocated to the SGS class should be collected first by an increase in the

customer charge up to the level proposed by the Company, with the remainder (if

35 Jones Direct 43:10
as UNSE Schedule H-3, Page 1
37 UNSE Response to STF 2..057, Line 23

11-1 ll
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1

2

3

any) recovered by increased energy charges on a proportional basis between blocks.

Applying the revenue increase to the Customer Charge first will increase recovery of

fixed charges and reduce the impact within the LFCR mechanism.

4

5 The Co1:npany's proposal to move a customer to the new MGS rate "if the customer's

6 consumption meets or exceeds 12,000 kph in consecutive months" is vague as the

7 number of months is not defined, nor has the impact been determined. Absent

8 further information, Staff does not support this provision and suggests the Company

9 address this issue in its rebuttal testimony.

10

11 Q. The existing RES and SGS rates are not Three-Part-TOU rates and therefore are not

12 in accordance with the Stay's rate design plan. How would these rates transition?

13 A.

14

Staff recommends that the Commission approve 'm this proceeding a mandatory transition to

Three-Part-TOU rates for RES and SGS customers subject to a Company-Bled transition

15 plan.

16

17

18

The transition would not begin until the Company is able to provide each customer with at

least three months of demand and TOU data from AMI meters. Transition woad be done in

19

20

21

22

phases of about one quarter of the class at each time. The transition could start as early as

January 1, 2017, which would give the Company approximately six months to develop its

customer education program and implement one or more means of providing data to

customers before the transition begins. This transition woad be complete by the end of

23 2017.

24

25

26

The Company woad also need to provide data to these customers on an on-going basis in an

easy to self-retrieve form such as a mobile application, website, or on the bill. The

lull
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1

2

application or website would also provide tools and educational matexiads for the customer to

demonstrate how to manage and reduce demand.

3

4 Q. What rates would be used for the transitioned customers?

5 A.

6

7

8

9

Three~Part RES and SGS TOU rates would be designed to match the existing two-part rates

approved at the conclusion of this case. The demand charge would not exceed 75 percent of

the unit costs for distribution" to lessen the impact while customers learn to manage their

demand. There would be no demand ratchet" to avoid penalizing customers for one-time

demand excursions. Demand rates would apply only to On-Peak periods. There would be 3
I

10 no change to the TOU periods in effect now.

11

12 Q. How would the transition affect the rates paid by RES and SGS customers?

13 A. There should be no customer class impact because the Three-Part TOU rates would be

14

15

16

17

designed to match the pre-transition two part rates and recover the same class revenue

requirements. However, under any transition between rates, those customers that are not

similar to average customers within the class will see positive (lower bills) or negative (higher

bills) impacts. This is why customer education and information is necessary.

18

19 Q. Would there be monitoring of the transition?

20 A.

21

Yes. Revenue monitoring and customer complaint tracking on a class, phase and individual

customer basis should be provided to Staff each quarter and filed in this docket.

22

38 UNSE Schedule G-6-1, lines 19 and 20
39 A demand ratchet stipulates that a customer's billing demand cannot be less than a stated percentage (sometimes as
high as 100 percent) of maximum demand during a previous period (usually twelve months ending with the current
month). Gas Rate Fundamentals (Fourth Edition), American Gas Association, 1987 page 170-171
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1 Q. What would start each phase into transition?

2 A.

3

4

The transition for the next phase would be determined after the preceding phase was on the

three-part rate for at least four months. If the customer impact, education and information

delivery was working well, then the next phase could be initiated.

5

6 Q. How would a phase be determined?

7 A.

8

Staff recommends drat die phases be selected based on energy consumption with the largest

consumers to be Erst. These customers should have the greatest flexibility to manage their

9 demand and consumption.

19

11 Q. Would residential DG customers be moved to the RES-01-Demand (or TOU) at the

12 close of this case as requested by the Company?

13 A.

14

No. Consistent with the long-term rate design plan, the actions taken behind the meter of

any customer are not the sole determinant of which rate the customer must take. All DG

15 customers would transition with their respective residential customer phase.

16

17 Q~ What is the Company's proposal for a new Medium General Service ("MGS") rate?

18 A.

19

The Company wants to establish a new MGS rate for existing Large General Service ("LGS")

customers with demand between 20 kW and 750 k\X/.40 This rate will have the same demand

20

21

22

23

24

measurement and ratchet as the previous LGS class. The Company is requesting an increase

in the customer charge from the $50.00 and $52.00 (TOU) (now charged to these customers

presently on the existing LGS rate) to $100.00 Demand charges are proposed to increase

from $12.81 to $13.05 per kW.'" The Company is proposing that any customer that exceeds

the 750 kW cap "for a billing month will be automatically moved in the subsequent month to

'*0]ones Direct 43:17 and 43:25
41 UNSE Schedule H-3, Page 2

I
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1 the new LGS rate class. The customer must remain there for at least 12 months without

2 exceeding the 750 kW demand to qualify to move back to MGS."42

3

4 Q.

5

Is the Company's proposal to create a new Medium General Service rate class and

MGS rate schedule appropriate?

6 A. Yes. The present LGS rate includes customers with a wide range of demands and adding the

7 MGS rate is appropriate.

8

9 Q- Is the Company's customer charge for MGS customers appropriate? i

10 A. The unit cost information in Schedule G-6-1 indicates that customer costs for the

11

12

Medium/Large General Service Class are $264,73.43 Unfortunately, the unit costs were not

differentiated between the MGS and LGS rate class.

13

14 Q. What changes does Staff recommend to the MGS rate?

15

16

A. Staff recommends the following modifications of the Company's proposal:

17 The three-part rate design is appropriate as it retains the existing rate structure.

18

19
v

20

21

22

The $100 customer charge requested by the Company may be appropriate in light of

the mixed CCoSS For Medium/Large General Service. Staff requests that the

Company differentiate Medium General Service customer costs from Large General

Service in its rebuttal.

23

24

25

The revenue allocated to the MGS rate should be collected first by an increase in the

customer charge up to the level proposed by the Company, with the remainder (if

42 Jones Direct 43'25
43 UNSE Response to STF 2.057, Line 23
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1

2

3

any) recovered by increased demand and energy charges. Applying the revenue

increase to the Customer Charge Erst and then to demand charges will increase

recovery of Bred charges and reduce the impact within the LFCR mechanism.

4

5

6

7

8

9

10

11

The Company's proposal that "any customer exceeding the cap for a billing month

will automatically be moved, in the subsequent month, to the new LGS rate class", is

abrupt and too short a period to determine if the move is appropriate, nor has the

impact been determined. Absent further information, Staff does not support this

provision and suggests the Company address this issue in its rebuttal testimony.

The Company should split the Medium/Large General Service cost of service class

into two cost of service classes in its next rate case to verify the costs to be used in the

12 respective rate designs.

13

14 Q. What chauuges does the Company propose for the Large General Service ("LGS") rate?

15 A.

16

17

18

For LGS rate customers, the Company is requesting an increase in the customer charge from

$50.00 and $52.00 to $300.00 Demand charges are proposed to increase from $12.81 to

312.96 per kW.44 This class will have a minimum demand of 450 kw, and there will be no

demand €8p.45 This class is now for customers served at less than 69 kV.'*6

19

20 Q. How can customers subject to the minimum demand of 450 kW be protected?

21 A. The Company has not detailed whether the new minimum demand of 450 kW will impact

22

23

any customers and the extent of that impact.

_1

44 UNSE Schedule H-3, Page 2
45 Jones Direct 44:4
46_lanes Direct 44:12
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1 Q. Is the Company's increase in the customer charge for LGS customers appropriate?

2 A. 'Hue unit cost information in Schedule G-6-1 indicates that customer costs for the

3 Medium/Large General Service Class are $264.73.47

4

5 Q. What changes doesStaff recommend to the LGS rate?

6

7

A. Staff recommends the following modifications of the Company's proposal:

8 The three-part rate design is appropriate as it retains the existing rate structure.

9

10

11

12

13

The $300 customer charge requested by the Company may be appropriate in light of

the mixed CCoSS for Medium/Large General Service. Staff requests that the

Company differentiate Medium General Service customer costs from Large General

Service in its rebuttal. l
14

15

16

17

18

19

The revenue allocated to the LGS rate should be collected Erst by an increase in the

customer charge up to the level proposed by the Company, with the remainder (if

any) recovered by increased demand and energy charges. Applying the revenue

increase to do Customer Charge erst and then to demand charges will increase

recovery of Fixed charges and reduce the impact within the LFCR mechanism.

20

21 •

22

23

The proposal to impose a minimum demand of 450 kW has not been supported in

the Company's filing. Absent support indicating the number of customers affected

and the extent of the impact, Staff does not support this provision and suggests the

Company address this issue 'm its rebuttal testimony.24
25

1

47 UNSE Response to STF 2.057, Line 23
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1 Q-

2

What rate changes does the Company propose for the Large Power Service ("LPS")

customer class?

3 A.

4

5

For LPS rate customers, the Company is requesting no change in d'le customer charge of

$1,200,00 Demand charges are proposed to decrease from $17.00 to $12.48 per kW." This

demand c1ass will continue to have a minimum demand of 500 kW.5(> At present, LPS

6 customers are subject to an 11-month 100 percent demand ratchet."

7

8 Q.

9

Is the Company's no change in the customer charge for Large Power Service

customers appropriate?
E
I

r

10 A. The unit cost information in Schedule G-6-1 indicates that customer costs for the Large

11 Power Service Class are $2,149.58.52

12

13 Q- What changes does Staff recommend to the LPS rate?

14

15

A. Staff recommends the following modifications of the Company's proposal:

16 The three-part rate design is appropriate as it retains the existing rate structure.

17

18 The customer charge should be set at $1,500 to move toward a cost based rate.

19

20

21

22

23

24

The revenue allocated to the LPS rate should be collected first by an increase in the

customer charge up to the level proposed here, with the remainder (if any) recovered

by increased demand and then energy charges. Applying the revenue increase to the

Customer Charge first and then to demand charges will increase recovery of Fixed

charges and reduce the impact within the LFCR mechanism.

48 JonesDirect 44:19
49 UNSE Schedule H-3, Page 2
so Jones Direct 44:21
ex Jones Direct 46:8
52 UNSE Response to STF 2.057, Line 23

_ |



Direct Testimony of Howard Solganick
Docket No. E-04204A-15-0142
Page 37

1 Q. Is the Company's proposal for TOU rates for schools appropriate?

2 A.

3

4

5

6

7

The Company is proposing a new MGS-TOU-S rate that will replace the smaller SGS-TOU

School rate, which has no customers. These rates are similar to the respective TOU rates."

However, the energy charges for the LGS~TOU-S rate appear to be slightly higher than the

LGS-TOU rate with only a slight difference in the Summer On-Peak period. The Company

has not provided enough information to render an opinion on these rates. Staff suggests the

Company address this issue in its rebuttal testimony.

8

9 Q. What changes is the Company proposing for the Lighting Service rate?

10 A.

11

12

13

The Company is proposing increases in the service charge and the per watt charge in order to

raise the performance of this allegedly underperforming c1ass.54 The wattage charge does not

define whether it is solely the lamp wattage or if a ballast load is included.55 Staff suggests the

Company address dais issue in its rebuttal testimony.

14

15 Q.

16

Does Staff agree with the rate changes that the Company has proposed for the

Lighting Service rate?

17 A. No. There is very limited testimony supporting the increase, and Schedule G-1 indicates the

18

19

20

21

Lighting class has a return of 3.94 percent compared to a total system return of 2.31 percent."

After the Company's proposed increase the class will have a return lower than the total

system return." Further clarification is required before a recommendation can be made.

Staff suggests the Company address this issue in its rebuttal testimony.

22

53 Jones Direct 48:24
54_ones Direct 49:17
as Exhibit CA]-4 Schedule LTG
56 UNSE Sch€du1c G-1, line 39
57 UNSE Schedule G-2, line 37
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1 Q. Is there some risk when significant rate design changes are made?

2 A.

3

4

Yes. Rate design changes may have unintended results for "outlier" customers that do not fit

neatly into their apparent customer class. This risk is increased when customer research is

limited or has not been performed.

5

6

7

8

Staff recommends, as provided for in the previous TBP settlement (Docket No. E-01933A-

12-0291) and detailed above, the Commission should keep the rate design pardon of this rate

case open for at least six months after the completion of the transition (or 18 months after

9
E

10

the rate effective date), whichever is later, to account for unanticipated customer rate impacts

that are determined to be inconsistent with the public interest.

11

12 C/1R18.§

13 Q. Please describe the Company's proposal for CARES?

14 A.

15

The Company is proposing to change the CARES rate to a flat monthly $10 discount from

the RES-01 rate and to eliminate the exclusion of CARES customers from the DSM

16

17

18

surcharge." Existing CARES customers will be frozen on the present configuration of a

reduced Basic Service Charge and a declining discount on energy usage. The freezing of divs

rate is similar to the now frozen CARES-medical rate."

19

20 Q- What is the value/cost of the CARES discounts?

21 A. The Company estimates the discounts totaled $581,326 during the Test Year."

22

8
I
I

58 Jones Direct 54:9 and 55:7
59 Jones Direct 54:18 and 55:13
Wjones Direct 55:4
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1 Q- Is eliminating the DSM exclusion appropriate?

2 A.

3

Yes. This subset of customers should not be excluded from a surcharge for reasons

extraneous to the surcharge, which is the case with the DSM surcharge. The exclusion

4 This

5

creates additional bookkeeping problems for the surcharge and its reconciliation.

exclusion has been eliminated at the Company's affiliate TEP."

6

7 Q. Does Staff support the CARES proposal?

8 A. i

3
3

9

In keeping with Staff's longterm plan for rate design, the Staff supports the Company's

CARES proposal subject to a few concerns.

10

11

12

13

14

The Company should "prove out" dlat the level of CARES discounts after changes in

rates and the removal of the exclusion of the DSM surcharge is at or above the Test

Year amount of $581,326 This proof can happen anytime or later during a post

decision compliance Being if there is no settlement,

15

16

17

The roster of CARES customers should be examined, and any existing CARES

customer who would be better off (on an annual basis) on the flat monthly $10

discount should be moved to the new CARES RES-01 discount rate.18

19

20 The Company should develop a CARES provision that would apply to customers that

are transitioned to the Three Part-TOU rate.I
E

I
21

22

|
|

r

61 Jones Direct 55:20
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1 Irztemgbtiitle Rates

2 Q. Please describe the Company's interruptible rate proposals?

3

4

A. The Company is proposing to introduce a new interruptible Rider R-12 and freeze the current

Interruptible Power Service ("IPS") rate and also increase the rate above the level proposed

5 for most LGS customers since the CCoSS shows them to be "highly subsidized"."2 I n

6

7

8

response to a Staff data request, the Company replied, "Customers on the IPS rate do not

substantially differ in size or usage habits from the Large General Service customers.

Therefore, they were included in the cost allocation process as if they were Large General l

9 Service customers."'3

10

11 Q. Have the IPS customers experienced an interruption?

12 A.

13

14

15

The Company notes, "[t]hey have not been interrupted in recent years and therefore provide

no quantifiable benefit to the system." In the last case, the Company added a provision

allowing for remote interruption and the Company alleges that this caused the number of IPS

customers to drop from 39 to 29.64

16

17 Q-

18

Has the Company provided enough information to verify the subsidization of IPS by

other LGS customers?

19 A. No. Staff suggests that the Company address this issue in its rebuttal testimony.

20

21 Q- Please describe the Company's new interruptible proposal?

22 A.

23

24

Rider R~12 provides for customers to consider on or after each March 15'1' the Company's

Market Value Capacity Price ("MVCP") for the coming months May through September.

The information supporting the MVCP will be available to Staff for review. Customers have

oz Jones Direct 52:3
cs UNSE Response to STP 2.112
"Jones Direct 52:19
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1

2

until April 15"' to nominate interruptible load and will receive Interruptible Credits (3/kW)

for each of the five summer months.°5 This proposal is similar to the tariff provision recently

3 approved for TEP-"

4

5 Q. Does Staff support this new interruptible proposal?

6 A.

7

8

9

Yes. The Rider R-12 proposal is based on market reflective costs for each year and is subject

to review by Staff. Customers retain the ability to evaluate the offer each year and consider

the value compared to the customer's costs under the business conditions fn place for dirt

year and decide whether to participate. This concept provides significant flexibility for

10 customers.

11

12 Q- Does the existing IPS rate serve a useful purpose?

13 A.

14

15

16

Customers on the existing IPS rate have not been interrupted and may be receiving a subsidy.

Staff recommends that this interruptible provision be eliminated at the end of the Company's

next rate case. This will put IPS customers on notice of the change so they can prepare to

deal with either standard rates or transfer to the new Rider R-12 interruptible provision.

17
l

18 Dzktribufed Generation

19 Q .

20

What is the Company's proposal for excess energy produced by distributed generation

and fed back into the Company's system?

21 A.

22 excess

23

The Company has proposed a new net metering rider that allows customers with DG to sell

energy production to the Company at the Renewable Credit Rate.67 This proposal

would apply to all customers who submitted a completed application after June 1, 2015, while

65 Exhibit CA]-3 Rider R-12 Sheet 712-1
"Jones Direct 53'18
av Dukes Direct 2:11
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1

2

existing DG customers (and applications submitted before jure 1, 2015) would stay on the

current rider for up to 20 years from the date of approval."

3

4 Q. Does the Company's proposal eliminate the banking option for new DG customers?

5 A. Yes. The Company proposes to pay for energy received with a monthly bill credit."

6

7 Q. Is the Company proposing that all DG customers move to a three part rate?

8 A.

9

Yes.70 The proposed rates are (RES-01 Demand, RES-01 Demand TOU, SGS-10 Demand,

and sGs-10 TOUW*

10

11 Q. How is the Renewable Credit Rate ("RCR") defined?

12 A. 1

3

13

14

15

The Company proposes a RCR of 5.84 cents per kph, which it argues is equivalent to the

most recent utility scale renewable energy purchased power agreement connected to the

distribution system of die Company's affiliate TEP. The project in question is due for

completion in 201572

16

17

18

19

20

21

The Company indicates that it would ile an annual RCR update similar to the existing Market

Cost of Comparable Conventional Generation when it makes its annual REST Blind based on

the most recent comparable utility scale purchased power agreement for renewable energy

connected to the Company's or TEP's distribution systems," which are under a common

balancing authority.74

22

so Dukes Direct 4:12
w Dukes Direct 4:17 and Tdghnnsm 8:11
10 Dukes Di1!8ct 4:26 and 23'4
71 Dukes Dinfect 24:3
12 Ti1g11M"11 Direct 7:9
73 TiIshmafl Direfct 8:4
14 Tillman Diicect 7:22
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1 Q.

2

Is a utility scale photovoltaic facility a reasonable proxy for the value of energy

provided by photovoltaic DG?

3 A.

4

5

6

7

The Company argues that a utility scale photovoltaic facility is a reasonable proxy for

photovoltaic DG because it has similar producion characteristics (seasonality, time of day

and response to weather). If the procurement of the utility scale energy is from one or more

independent suppliers, then the resulting price is a reasonable estimate of the market value at

that approximate location at that point in time and for the period of the Purchase Power

8 Agreement ("PPA").

9

10

11

12

Excess energy from a photovoltaic DG installation is not entirely representative of a utility

scale PV facility because the DG customer is providing the net output equal to the

photovoltaic output less any energy consumed by the customer.
I

i

1

13

14 Q.

15

Did your examination of the information provided by the Company raise any

questions about the proposed 5.84 cents per kph price?

16 A.

17

18

Yes. The Company response to STF 2.038 is classified as competitively sensitive, and I have

not included any specific items or values here. The original PPA was not provided, the

Company only provided the eth amendment and a series of exhibits.

19

20

21

22

23

24

The facility, which d'le Company characterizes as the "most recent utility scale renewable

energy purchased power agreement," is not a standalone facility, but the second phase of a

two-phase facility. The price paid for the first phase is above the proposed 5.84 cents/kWh

RCR. It appears that the costs of `mterconne<:tion, which are to be paid for by the Seller, may

be included within the Hist phase's rate and are not mentioned in relation to the second

25 phase's rate.

26

mumuumm l
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1

2

3

4

There is no mention of whether the Buyer or the Seller has the rights to the Renewable

Energy Credits ("RECs") for the energy sold. Rider R-10 and Rider R-11 also do not mention

RBCs or which party will have title to them." This is important as RECs have value, and it is

not clear whether the Company is offering the RCR for energy alone or energy and the

5 associated RECs.

6

7

8

9

The Seller is responsible for losses to the point of delivery and the Buyer (IEP) is responsible

for losses incurred after the point of delivery. While the Company is an affiliate of TEP, the

Seller's facility is not connected to the Company.

10

11 Q. Did the Company perform a system loss study?

12 A. Yes. The Company provided a loss study" (classified as competitively sensitive) that is based

13

14

15

16

17

18

19

on identifying inputs (generation and purchased power) and outputs (retail and wholesale

sales), and the remaining energy is considered losses. Since the Company still procures

significant energy through power purchases and it appears that the power purchases are net

of losses, diem die losses in the study provided would appear to be understated. This concerti

is validated by the Company's email response." Inforrnadly the Company indicated that

Western Area Power Administration ("WAPA") uses a blanket 3 percent loss for its

transmission of energy within its load research work.

20

21 Q. How should the purchase price for excess DG energy be adjusted for losses?

22 A.

23

24

Most of the energy the Company generates or purchases should be assumed to transit the

WAPA system, the Company's transmission system, and for most customers the Company's

distribution system. A portion of the energy consumed by a distribution customer is lost

75 Exhibit CA]~4
76 UNSE Response to STF 2.062
77 Email from Craig Jones dated 10/13/15 3:12 AM Item 4
78 On~site load research interview on 9/8/15
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1

2

3

from the point of generation to the ultimate customer. Since it is likely that energy is

provided by a DG customer to nearby neighbors, losses should be added to the RCR. Based

on the Company's loss sandy plus the WAPA allowance, losses could be substantial.

4

5 Q. What other potential savings and costs are due to the existence of DG?

6 A.

7

There may be savings in transmission charges; however, due Company has not addressed this

issue. Other parties to this case may be able to add to the record in this area.

8

9

10

11

12
3

13

14

Some participants may consider savings from deferred or avoided distribution investment.

The Company has identified a TEP substations as a possible preferred location for the

installation of solar generation along with supporting technologies. If DG can be shown to

defer or eliminate required distribution investment, DG customers that provide the needed

"support" should receive a locational adder to the RCR. Other parties to this case may be

able to add to the record in this area.

15

16 Q. Does Staff have a recommendation as to how to determine the value of excess energy?

17 A.

18 Also, as Staff witness Thomas M. Broderick has detailed,

19

20

21

22

23

24

25

It is early in this proceeding and many interested parties have not yet filed their positions on

the value of excess energy.

Commission Docket No. E-00000]-14-0023, which is intended to examine the value and cost

of DG, may provide useful information to the parties in this rate case. Therefore, for the

time being, Staff does not propose any changes to the existing net metering tariff or waivers

of the net metering rules but it may update its position in its Surrebuttal testimony or later at

the hearing in this case. If ultimately the Commission continues to rely upon net metering,

the migration to a three-part tariff will not pose any issues as the energy kph charges in a

three-part tariff and on a time-of-use basis would be used for net metering.

79 CONFIDENTIAL UNSE Response to STF 2.062
to UNSE Response to STP 2.034
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1 Service Fee Cbangef

2 Q. Please describe the changes proposed by the Company to the UNSE Electric

3 Statement of Charges?

4 A. The Company is not proposing increases to the following charges:

5

6

7

8

9

10

Service Transfer Fee
Customer Requested Meter Re-read

Special Meter Reading Fee

Returned Payment Fee
Late Payment Finance Charge

3

l

11

12 The Company is proposing increases to the following charges:

13

14
15
16

17

18

19

Service Establishment, Reestablishment or Reconnection of Service (regular business
hours), along with a different and higher charge for after regular hours and weekends
and holidays
Service Reestablishment under other than usual operating procedures including
Automated Meter Reading Opt-Out Set Up Fee
Meter Test

20

21

22

The Company is requesting a new charge for Consumption History Request and Interval

History Request on an hourly basis.*"

23

24 Q. What did you find during your review of the cost support data for these charges?

25 A.

26

27

28

In response to a Staff data request, the Company provided a worksheet detailing the

underlying costs for each of these charges.82 After Staff's review, a supplemental worksheet

was provided. This revision lowered the charge for the Consumption History Request and

Interval History Request to $60 per hour, which is reasonable based on the costs provided.

29

81 Exhibit CA]-3 Original Sheet 801 and Jones Direct 70:9
so UNSE Response to STF 2.077
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1 Q.

2

\Vhat other concerns do you have with the Consumption History Request and Interval

History Request charge?

3 A.

4

5

6

7

8

9

There appears to be some confusion as to when this charge will be applied. The Company

states this charge will apply only after the first time a customer requests interval data, but this

is not clear on the Statement of Charges." Also, this charge should not apply if the Company

develops a means to allow customers to look up or request their usage information online or

through a mobile application that does not require the work of an employee. Finally, Staff

recommends that this charge not apply for a period of six months after die mandatory

transition of RES, SGS and MGS customers.

10 |

11 Q.

12

Is the inclusion of Automated Meter Opt-Out Set-Up within the classification of

Service Reestablishment under other than usual operating conditions appropriate?

13 A.

14

15

16

17

No. The proposed charge of $196 for the Automated Meter Ult-Out Set-Up Fee has been

set using a minimum 2 bouts of an On Call Lineman. Changing the meter for an Opt-Out

customer does not have to be done as a special after hours event and can be scheduled during

normal working hours. Therefore, the charge should be $47 for Service Establishment,

Reestablishment or Reconnection of Service under usual operating procedures During

18 Reidar Business Hours to reflect this situation.

19

20 B19/-T/ymug/9

21 Q. Please describe the "Buy-Through" proposal submitted by the Company?

22

23

A. The "Buy-Through" was required to be introduced by the Company as a result of  a

settlement during the merger process,84 but the Company does not support this tariff

as Jones Direct 70:9
84 Jones Direct 56:3
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1

2

change." The Company indicates that the conceptual structure is similar to the "Buy-

Through" provision in use at Arizona Public Service Company.8°

3

4

5 Shift",

6

7

The Company proposes that all revenue lost under this program, which it calls a "cost

7 would be recouped from other customers dough the LFCR mechanismflg This

amount is significant and estimated by the Company at $331,200 annually in years two

through four of the prograxnf"

8

9 Q- What is the Staff position on the "Buy-Through"?

10 A.

11

12

13

14

15

Because the Company is not supporting this concept, there is no record describing the

benefits to non-participating customers. Staff looks forward to testimony in support of the

"Buy-Through Staff does not object to a "Buy-Through" mechanism if there are no

adverse impacts and no costs to all other customers. Staff opposes recouping any allegedly

lost Buy-Through revenue in the LFCR and likewise opposes any deferral of allegedly lost

Buy-Through revenue.

16

17 AMI Opt-Our

18 Q- What is the AMI Opt-Our?

19 A. Some customers have raised concerns about the use of meters that transmit data wirelessly

20

21

22

back to the Company. These customers wish to retain their existing mechanical meters,

which would then require the Company to read the meter by travelling to the Opt-Out

customer's premise, which raises the costs of serving these customers compared to all other

i

23 customers.
1

I

85 ]ones Direct 56:8
86 UNSE Response to STF 2.115
87 Jones Direct 58:19
ba Jones Direct 59:1
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1 Q- Is the retention of mechanical meters for Opt-Out customers appropriate?

2 A. No. If the Commission endorses Staffs rate design plan, all customers will need to have

3

4

5

6

7

meters that record interval data 'm order to implement Three-Part TOU rates. Mechanical

meters cannot provide the data required for, and the potential benefits of, new rate forms.

Further, if Opt-Out customers could avoid demand metering, then other customers might

opt out solely for rate design objections, thus raising the number of mechanical meters and

the number of those meters that must be read by a visit to the customer's premise.

8

9 Q. Is there an alterative that deals with the concerns and provides the interval data for

10 new rate forms?

11 A.

12

13

This issue was raised informally with the Company and it suggested a solid-state meter with

recording capabilities, which accumulates but does not transmit information) The Company

would read the interval data by visiting the customer's premise monthly.

14

15 Q. What is StamPs recommendation?

16 A.
3
1

17

18

19

20

If a customer decides to Opt-Out, the Company should install a non-transmitting recording

device and read that meter monthly. Because the number of Opt-Out customers is expected

to be small and geographically dispersed, the costs of the monthly meter reading should be

the Special Meter Reading Fee that requires a premise visit. The costs of the new meter

installation should be recouped from the customer requesting this non-standard meter (at the

21 $47 for Service Establishment, Reestablishment or Reconnection of Service under usual

22

23

24

25

operating procedures During Regular Business Hours) along with the monthly reading costs

lat the $26 Special Meter Reading Fee). Staff will monitor the number of special read

customers to determine if the Special Meter Reading Fee remains appropriate as the number

of customers using the Opt-Gut develops.

90 Email 'dam Brenda Pries dated 11/23/15 at 11:30 AM
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1 Economic Deus/apwefzt

2 Q. Please describe the economic development program proposed by the Company?

3 A.

4

5

6

7

The Company is proposing an Economic Development Rider R-13 ("EDR") for current or

potential commercial or industrial customers that meet certain economic development criteria

within the Company's service area. The EDR will be available to customers with a projected

peak demand of 1,000 kW or more and a load factor of 75 percent or higher. Discounts

would decline over a Eve-year pedod. New load would be limited to 50 MW'

8

9 Q- What reasons did the Company provide as support for the EDR program?

10 A.

11

12

The Company argues that its service territory has been slow to recover from the economic

downturn post 2007 and that it has lost several of its largest customers in the past few years,

resulting M lower sales over which fixed costs can be spread."

13

14 Q. What are the specific qualifications to obtain the EDR?

15 A.

16

The EDR qualifications are linked to existing Arizona state tax credit programs, which appear

to be designed to create new in-state above median wage jobs with healthcare benefits."

17

18 Q. What levels of discount are offered?
9

19 A. For economic development (requires the building of new facilities), the discount starts at 20

20 For economic redevelopment (occupying vacant

21

percent and declines to 2.5 percent.

facilities , die discount starts at 30 percent and declines to 5 ercent.94P P

22

91 Dukes Direct 31:22
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1 Q. How will the discounts be recouped?

2 A.

3 request.

4

The Company's proposal did not address this issue. Staff explored this question in a data

The Company responded that most of the revenues will reduce incremental

revenues between rate cases, but the Company may request some font of consideration in

5 future rate filings if the discounts extend into a new rate period, subject to full evaluation and

6 Commission approvals'

7

8 Q. Will existing customers be protected from the impact of new capital expenditures?

9 A.

10

11

I
I

E

12

The Company's proposal did not address this issue. Staff explored this question in a data

request. The Company responded that the present rules and regulations approved by the

Commission governing line extensions and new services would apply equally to these new

customers or incremental 1o2ds.96

13

14 Q.

15

At present the Commission is encouraging energy efficiency so isn't the EDR

program the direct opposite because it will increase energy sales?

16 A.

17 Economic

18

19

20

21

22

23

24

Conceptually, electric energy efficiency programs have not focused on limiting the increase in

new customers but focused on increasing the efficiency of energy usage.

development rates can increase the number of employers, employees and maybe machinery

and are expected to provide economic benefits within the utility's service territory. The

Company's EDR program is geared towards the reuse of vacant facilities, which have some

existing unused (or underused) electrical distribution capacity. Although EDR customers are

proposed to be on a standard rate schedule MM a discount; if the Commission is concerned

about load growth, requirements coda be added, such as using only time-of-use rates and/or

the Rider R-12 interruptible service.

25

95 UNSE Response to STP 2.023
96 UNSE Response to STP 2.024
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1 Q. What is Staffs recommendation for the EDR?

2 A.

3

4

5

6

7

The proposed EDR has limits and is biased towards existing facilities. The Company shod

address the potential impact of new energy requirements for the incremental load in its

rebuttal. Assuming that the energy costs are not significant, then Staff supports this limited

(volume and time) program to increase employment in the service territory. Staffs support

does not extend to any request for recoupment of the lost incremental revenues absent a

supporting record in some future proceeding.

8

9 LOST FIXED COST RECOVERY

10 Q. What purpose does the LFCR mechanism serve?

11 A.

12

The LFCR mechanism, as approved by the Commission, serves to compensate the Company

between rate cases for the revenue lost by the Colnpany's compliance with established

13 requirements for EE and DG.
I

14

15 Q. What is your experience with the LFCR mechanism in Arizona?

16 A.

17

18

On behalf of Staff, I sponsored the LFCR mechanism in the Arizona Public Service ("APS")

rate case (Docket No. E~01345A-11-0224), the TEP rate case (Docket No. E-()1933A-12-

0291) and the last UNSE rate case (Docket No. E-04204-12-0504) .

19

20 Q_ Please describe the Company's LFCR proposal in this proceeding.

21 A.

22

23

24

The Company's LFCR proposal" is to change the established LFCR mechanism to increase

the revenue recovered due to the effects of energy efficiency and distributed generation and

to add a new category of recovery" due to the operation (if approved) of a "Buy-Through"

provision (which the Company notably does not support)°9 added to the Company's tariff.

97 Jones Direct 74:11
98 Jones Direct 59:5
99 Jones Direct 56:8

lllllllll N



Direct Testimony of Howard Solganick
Docket No. E-04204A-15-0142
Page 53

1

2

3

The Company also proposes to modify the LFCR mechanism as it appears to customers by

removing the Fixed Cost Optionw0 and presenting the charges on the bill as a single line item

rather than its present split into EE and DG portionslm.

4

5 Q. What is the revenue impact of the Conlpany's proposed changes to the LFCR

6 mechanism?

7 A.

8

9

10

11

12

13

The Company estimates the impact of the recovery of generation costs and 100 percent of

the demand costs to be $573,000."'2 Although Staffs discovery request had asked for these

two items separately, the Company has provided a combined arnount."'3 The Company

estimates Mat the expansion of the LFCR mechanism to include the recovery of revenue lost

due to a "Buy-Through' provision in the tariff is $331,200 annually in years two through

four.8°4 If the Company's requested increases in the Basic Service Charge are implemented,

then the impact of the LFCR is mitigated by an estimated $509,000.105

14

15 Q-

16

What changes is the Company proposing that will affect the presentation on the

customer's bill?

17 A.

18

19

Presently, the uti l i ty is required to show the EE and DG components of  the LFCR

mechanism on the bill as two separate items. The Company is proposing to combine the two

items (and I presume the new "Buy-Through" costs) into single line ite1ns.106

20

21 The Company is also asking for permission to no longer offer the Fixed Cost Option in the

LFCR mechamlsm.22

100 Jones Direct 77:15
101 ]ones Direct 77:7
102 Jones Direct 75:18
103 UNSE Response to STF 2.121 and 2.119
"** UNSE Response to STF2.118
105 UNSE Response to STF2.119
106 Jones Direct 77:7
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1 Q.

2

What portions of the Company's proposal to modify the LFCR mechanism do you

recommend that the Commission accept?

3 A.

4

I support the Company's proposal to remove the Fixed Cost Option from the LFCR because

no customer has used that option at the Company'°7 or at the Company's af5]iate TEP.10*'

5

6 Q. What portions of the Company's proposal to modify the LFCR mechanism do you

recommend that the Commission not accept?7

8 A. The Commission should not accept the proposals that will increase the revenue impact on

9 customers including:

10

11

12

13
14

15
16
17

Allowing the Company to receive recovery for generation costs
Increasing the recovery for distribution demand costs from 50 percent to 100 percent
Increasing the cap on recovered costs allowed for each year from 1 percent to 2
percent
Expanding the LFCR mechanism to include revenues lost from a "Buy-Through"
provision to be established in the Company's tariff

18

19

20

21

22

Further, the Commission should not accept the change proposed by the Company to

combine the EE and DG portions of the mechanism on the customer's bill as that provision

was ori.8inally implemented by the Comrnissionwg and serves to highlight for the customer the

relative impacts of EE and DG, which affect different customer subclasses. Also, adopting a

single charge would conceal the recovery of "Buy-Through" costs from customers, if that

23 proposal were accepted.

24

i

107 Jones Direct 77:15
108 Email from Craigjones dated 9/21 /15
109 July 11, 2013, Open Meeting
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1 Q- Wily should the Commission reject including generation and purchased power in the

LFCR mechanism?2

3 A.

4

5

6

7

The Company's purchased power programly appears to have a significant amount of

flexibility that woad allow the Company to adjust its purchases to match its short-term

needs, and purchased power is fungible. Purchased power is not affected if energy is

delivered to a new customer, an existing customer using slightly more energy, or sold off-

system. Therefore, the Company has many opportunities to adjust its energy supply.

8

9 Q. What is the Company's forecast for sales?

10 A.

11

12

The Com an 's load forecast shows a trend of increasing total numbers of customers andP y g

the reference case without the effects of EE and DG) shows increasing sales to retail

custome1:s."2 The reference case for peak demand also shows increasing customer demand."3

13

14 Q. |
15

Could the proposed EDR and the Company's LFCR changes create a situation where

some generation could be double collected?

16 A. |

17

18

19

20

21

Yes. The Company is proposing an economic development rate in this case that if successful

would increase energy sales, peak demand and revenue. In an unusual twist, if the Company's

proposal to include generation in die LFCR mechanism is approved, the Company could bill

existing customers for the generation costs within the LFCR mechanism, redirect the

generation (energy and capacity) to a new customer attracted by the proposed economic

development rates and effectively double collect on that load.

22

110 UNSE Response to STF 2.073
111 UNSE 2014 Integrated Resource Plan Chart 6 (page 39)
112 UNSE 2012 Integrated Resource Plan Chan 9 (page 43)
113 UNSE 2012 Integrated Resource Plan Chart 10 (page 44)
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1 Q.

2

Why should the Commission reject increasing from 50 percent to 100 percent the

distribution demand component in the LFCR mechanism?

3 A.

4

5

6

7

Distribution costs are not as fungible and some distribution assets cannot serve other

customers within the short term. Therefore, a reduction in per customer sales may result in a

shortfall in revenues to cover distribution fixed costs. The LFCR adopted by the

Commission provides a mechanism to recapture the portion of distribution costs that are

collected on a volumetric (per kph) basis. Some of the Cornpans rate schedules collect

8 distribution costs using demand charges, which will remain constant or change slower than a

9 straight volumetric rate.

10

11 Q- Why should the Commission reject increasing from 1 percent to 2 percent the cap in

the LFCR mechanism?12 |

13 A.

i14

The existing LFCR mechanism has not reached the 1 percent €8P.114 I also expect the

Commission's treatment of DG to evolve at the end of this case and that would also mitigate

15

16

the need to raise the cap. If the Commission does not accept the Company's proposed

changes to the LFCR, then the increase in due cap is not necessary.

17

18 Q-

19

Should the Commission reject including the costs of a Buy-Through" provision in the

tariff in the LFCR mechanism?

20 A.

21

22

23

24

25

The "Buy-Through" was required to be introduced by the Company as a result of a

sedernent during the merger process,"5 and the Company does not support this tariff

change. It appears that this provision would allow one or more large customers to take

advantage of lower costs within the energy supply market, and the Company is asldng all

other customers to absorb its potential lost revenues in years two through four of the

provision. Effectively, the Company's request to include "Buy-Through" within the LFCR

114 Jones Direct 77:20
115 Jones Direct 56:3
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1

2

mechanism forces all customers to subsidize the potential savings for a small class of large,

sophisticated customers. This attempt at cross subsidization should be rejected.

3

4 Q. What changes does Staff recommend for the LFCR mechanism?

5 A.

6

7

8

9

10

11

12

13

As highlighted in the testimony of Staff witness Thomas M. Broderick, Staff will recommend

in the Company's next rate case that the DG portion of the LFCR be eliminated. In this case

Staff recommends that the DG portion of the LFCR apply only to lost fixed costs from the

end of the Test Year until the rate effective date. Staff's long-term rate design plan

recognizes that DG is no different than other customer initiatives to control their costs.

Further, Staff has recommended increases in customer and demand charges for existing rates

along with the mandatory transition to Three Part-TOU rates for Residential and Small

General Service customers, all of which reduce the need for the LFCR mechanism by

increasing the recovery of fixed costs.

14

15 Q. Does this conclude your direct testimony?

16 A. Yes, it does.
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Testimony - Howard Solganick

Arizona Corporation Commission
Case -- UNS Electric Docket No. E-04204A-l2-0504 (June 2013 and July2013)
Client - Staff of the Arizona Corporation Commission
Scope - Testimony covered revenue decoupling, cost of service, revenue allocation, rate design and other
related issues.

Case - Tucson Electric Power Company Docket No. E-01933A-12-0291 (December 2012 and January
2013)
Client - Staff of the Arizona Corporation Commission
Scope - Testimony covered revenue decoupling, cost of service, revenue allocation, rate design and other
related issues.

Case - Arizona Public Service Company Docket No. E-01345A-11-0224 (November and December
2011)
Client - Staff of the Arizona Corporation Commission
Scope - Testimony covered revenue decoupling, cost of service, revenue allocation, rate design and other
related issues .

Public Service Commission of Delaware
Case - Delmarva Power & Light Company Docket No. 10-237 (October 2010)
Client - Staff of the Delaware Public Service Commission
Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues
including revenue stabilization and miscellaneous charges.

Case - Delmarva Power & Light Company Docket No. 09-414 (February 2010)
Client - Staff of the Delaware Public Service Commission
Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues
including revenue stabilization and weather normalization.

Case - Delmarva Power & Light Company Docket No. 09-277T (November 2609)
Client - Staff of the Delaware Public Service Commission
Scope - Testimony covered an analysis of a straight fixed variable rate design for small gas customers and
implementation issues.

Case - Delmarva Power & Light Company Docket No. 06-284 (January 2007)
Client - Staff of the Delaware Public Service Commission
Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues
including revenue stabilization or normalization.

Georgia Public Service Commission
Case .- Atlanta Gas Light Company Docket No. 31647 (August 2010)
Client - Public Interest Advocacy Staff of the Georgia Public Service Commission
Scope - Testimony covered revenue forecast, cost of service, revenue allocation, rate design and other
related issues.

Case - Athos Energy Corporation Docket No. 27163 (July 2008)
Client - Public Interest Advocacy Staff of the Georgia Public Service Commission
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3

Scope - Testimony covered rate design and other related issues.

Jamaica (West Indies) Office of Utility Regulation
Case - Electricity Appeals Tribunal (August 2007)
Client - Jamaica Public Service Company, Ltd.
Scope - "Witness Statement" on behalf of the Jamaica Public Service Company Limited. This Statement
covered issues relating to recovery of expenses incurred due to Hurricane Ivan.

Maine Public Utilities Commission
Case - Northern Utilities, Accelerated Cast Iron Replacement Program Docket No. 2005-813 (2005)
Client - Public Advocate of the State of Maine
Scope - Testimony covered an analysis of the program's economics and implementation.

Public Service Commission of Maryland
Case - Chesapeake Utilities Corporation Case No. 9062 (August 2006)
Client - Office of the Maryland People's Counsel
Scope - Testimony covered cost of service, rate design and other related issues.

Case - Baltimore Gas & Electric's (1993)
Client - As president of the Mid Atlantic Independent Power Producers
Scope - Testimony covered BG&E's capacity procurement plans.

Michigan Public Service Commission
Case - Consumers Energy Company Case No. U-15245 (November 2007)
Client - Attorney General Michael A. Cox (Don Erickson, Esq.)
Scope Testimony covered cost of service, rate design and revenue allocation.

Case - Consumers Energy Company Case No. U-15190 (July 2007)
Client - Attorney General Michael A. Cox (Don Erickson, Esq.)
Scope - Testimony covered issues related to Consumers Energy's gas revenue decoupling proposal.

Case .- Consumers Energy Company Case No. U-15001 (June 2007)
Client - Attorney General Michael A. Cox (Don Erickson, Esq.)
Scope - Testimony covered issues related to Consumers Energy and the MCV Partnership.

Case - Consumers Energy Company Case No. U-14981 (September 2006)
Client - Attorney General Michael A. Cox (Don Erickson, Esq.)
Scope - Testimony covered issues relating to the sale of Consumers interest in the Midland Cogeneration
Venture.

Case - Consumers Energy Company Case No. U-14347 (June 2005)
Client - Attorney General Michael A. Cox (Don Erickson, Esq.)
Scope - Testimony covered cost of service and revenue allocation.
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Missouri Public Service Commission
Case - AmerenUE Stone Adequacy Review (July 2008)
Client - KEMA/AmerenUE
Scope - Oral testimony covered KEMA's review of AmerenUE's system major storm restoration efforts.

Case .- Veolia Energy Kansas City, Inc. File No. HR-201 1-0241 (September 2011)
Client - City of Kansas City, Missouri
Scope - Testimony covered various aspects of the Company's tariff provisions and the impact on the City
of Kansas City.

New Jersey Board of Public Utilities
Case - Cogeneration and Alternate Energy Docket # 8010-687 (1981 )
Case - PUR_PA Rate Design and Lifeline Docket # 8010-687 (1981)
Case - Atlantic Electric Rate Case - Phases I & II Docket # 822-116 (1982)
Case - Power Supply Contract Litigation ... Wilmington Thermal Systems Docket #2755-89 (1989)
Case - NJBPU Atlantic Electric Rate Case - Phase II (1980-81) Docket #7911-951 (Before the
Commissioners of the New Jersey Board of Public Utilities)
Client - Employer was Atlantic City Electric Company.
Scope - The cases listed above covered load forecasting, capacity planning, load research, cost of service,
rate design and power procurement.

Public Utilities Commission of Ohio
Case - The Application of Ohio Edison Company, The Cleveland Electric Illuminating Company, and
The Toledo Edison Company Case 07-551-EL-AIR (January 2008)
Client - Ohio Schools Council
Scope - Testimony covers issues related to rate treatment of schools.

Case - The Application of the Columbus Southern Power Company 08-917-EL-SSO and the Ohio Power
Company Case 08-918-EL-SSO (October 2008)
Client - Ohio Hospital Association
Scope - Testimony covers issues related to rates for net metering and alternate feed service and related
treatment of hospitals .

Pennsylvania Public Utilities Commission
Case - York Water Company Docket No. R-00061322 (July 2006)
Client - Pennsylvania Office of Consumer Advocate
Subj act - Testimony covered cost of service, rate design and other related issues, also supported the
settlement process.

3

Case - Pennsylvania- American Water Company Docket No. R-2008-232689 (August 2010)
Client .- Municipal Sewer Group
Subject - Testimony covered capacity planning, construction, treatment of fixture load and associated
revenue, cost of service, rate design, capacity fee and other related issues.

Case - Pennsylvania- American Water Company Docket No. R-2008-232689 (August 2008)
Client .. Municipal Sewer Group
Subject - Testimony covered cost of service, rate design, capacity fee and other related issues, also
supported the settlement process.
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Public Utilities Commission of Texas
Case - Determination of Hurricane Restoration Costs Docket No. 36918 (April 2009)
Client ... CenterPoint Energy Houston Electric, LLC
Subject - Testimony covered the reasonableness of the client's Hurricane Ike restoration process for an
outage covering over two million customers and a restoration period of 18 days
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Exhibit us-a

A B c D E F G H |

UNE CCaSS Comparisons Total Raslduntlal

Small
General
Ssfvlce

MedlumILargs
General
s m viu

Large
General
Service

LHf9°
Power
Sewlcc

Large Power
Servkl Mlnlhg Llghthg

$216,574,773 $114,992,540
53.1 %

$13,819,293
6.4%

$5\ ,716,825 $18,071 ,308
23.9% 8.3%

516,534,068
7.8%

$1,140,741
0.5%

$162,190,518 $80,572,595
49.7%

$11537,036
7.1%

$47,795,940 $14,154,641
29.5% 9.1%

$6.914146
4.3%

$s15,360
0.4%

$149,373,340 $76,923,966
51.5%

s10.e19.00s
7.1%

$38,221,069 513,953,652
25.5% 9.3%

$9,058,995
6.1%

$590,549
0.4%

$12.a17,178 $3,648,629 $918,027 $9,568,871 $801,189 -$2.144,249 $24,711

582% 3.17%
0.538

6.64%
1.1 22

18.50%
3.126

4.43%
0.749

-12.74%
-2.152

2.17%
0.366

1,518,398,842 848,87/,174
46.7%

96,989,850
5.3%

513,288,747 223,497,643
28.2% 12.3%

133,074,196
7.3%

2.673.232
0.1%

Test Year UNAd§us!ed Customers 91,507 79,493 7,962 'l ,884 21 2 2,144

$272.013.129 $166,482,331
61.2%

$27,414,831
t0.1%

$70,948,559
26.1%

$5,737,904
2.1%

$1.4a1,s04
0.5%

$147,176,645 573,653,026
50.0%

511,905,151
a_1%

$53,899,953
36.5%

57,375,505
5_0%

$543,010
0.4%

5140,891,931 $80.118.247
58.9%

512,183,739
85%

$42,331 ,725
30.0%

$5,771,597
4.1%

$48e,623
0.3%

r

$6,284,714 46,465,221 4275.568 s11 ,asa_228 51,603,908 $56,387
i

E

2.31% -3.88% .
-1 .681

-1 .02%
-0.440

16.02%
6.935

27.95%
12.098

3.94%
1 .705

1,600,809,166 823,953 | 185
51 .5%

118,683,796
7.4%

562 ,579 ,661
35.1 %

92,165,214
5.8%

2,827,250
0.2%

95,144 B2.607 B,758 1 ,387 4 2,3ee

2o12
1 Telal Ratebase

2 % Of Ralehase
3
4 Total Electric Revenue from Sales
5 % Dr Electric Sales
6
7 Total Operating Expenses
6 % of Operating Expenses
9
19 Operating Income
11
12 Rate of Ratum
1 : UROR
14
15 kph Sales
18 % of Sales
11
l a
l g
to
21 zo14
22 Total Ratebase
28 % of' Rallebase
pa
25 Total Electric Revenue from Sales
be % of Electric Sales
21
28 Total Operating Expenses
29 % of Operating Expenses
30
31 Operating Income
32
33 Rate of Recur
34 URGR
as
36 kph Salas
31 % al Sales
so
39 Test YearAdjusled Customers
40
41
42
43

zo14 vs 2012
Increase in Class Ratebase 25.6% 44.8% 98.4% 25.5%

Increase in Eleddc Revenue -9.3% ~8.6% 3.2% -11.8%

-5.58% 4.15% 14.74% -17.61%Increaser In Operating Expenses

Increase in kph Sales -12.c% -2.9% 22.4% 5.5%

44
45
i s
47
pa
49
so
51 Increase in Customers 4.o% 3.9% 10.0% 114%

F
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$54,959
6.86%

0,99
10.12%

0.3%

$746486
36.62%

5.29
10.12%

4.1%

$5,435,055
2128%

3.08
10.12%
80.0%

$10,563,000
0.57%

0.08
14.34%
58.3%

50% of RES SGS to UROR = 1.00
Incremental Revenue
Rate of Recur on Rate Base
UROR
% Inch compared to Revenue From Present Sales
% of the Total Increase

$1,328,500
2.07%

0.30
11 .1(-3%

7.3%

518.128.1100
6.92%

1.00
12,32%
100.0%

-
3
8

Exhibit HS-4

LINE TOTAL

(A)

RESIDENTIAL
SERWCE

(B)

SMALL
GENERAL

(c )

MEDIUWLARGE
GENERAL

(El

LARGE
POWER

(F)

LIGHTING

(H)

75% of RES SGS m UROR z 1.00
Incremental Revenue
Rate of Recur on Rate Base
UROR
% Inch compared to Revenue From Present Sales
°/1 of the Total Increase

$18,128,000
6.92%

1.00
12.32%
100.0%

s1s,844,soo
3.75%

0.54
21 .51 %

87.4%

$1,992,750
4.49%

0,65
16.74%

11.0%

$253,385
13.97%

2.02
0_47%

14%

$34,802
24.22%

3.50
0.47%
0.2%

$2,562
3.20%

0.46
0.47%
0.0%

67.7% of RES SGS to UROR I 1.00
Incremental Revenue
Rate of Return on Rate Base
UROR
% Ina' compared to Revenue From Present Sales
% of the Total Increase

$18,126,000
6.92%

1.00
12.32%
100.0%

$¥4,084,000
2.69%

0.39
19.12%

777°/4

$1 ,771 ,sos
3.69%

0.53
14.88%

9.8%

$1,980,609
16.41%

2.37
3.69%
10.9%

$272,030
28.85%

4.10
a s s n ;

1.5%

$20,028
4.42%

0.64
3.69%

0.1%

60% of RES SGS to UROR l 1.00
Incremental Revenue
Rate of Return on Rate Base
UROR
% Inch compared to Revenue From Present Sales
% off the Total Increase

$1e,128,0m
6.92%

100
12.32%
100.0%

812.675,600
1.84%

0.27
17.21%
69.9%

$1 _s94,z001
3.04%

0.44
13.39%

8.8%

$3,362,388
18.36%

2.65
6.26%
18.5%

$461 .B12
31 .66%

4.58
6.26%
2.5%

$m,900
5.40%

0.78
6.26%

0.2%

All UROR equals 1 .DO
Incremental Revenue
Rate of Return on Rate Base
UROR
% Inch compared to Revenue From Present Sales
% of the Total Increase

$18,128.000
6.92%

1.00
12.32%
100.0%

521,126,000
6.92%

1,00
28.68%
116.5%

$2,657,000
8.92%

1.00
22.32%

14.7%

-M,752,900
6.92%

1.00
»8.85%
-26.2%

-$957,900
6.92%

1.00
~12.99%

-5.3%

$55,800
6.92%

1.00
10.28%

0.3%

l

I

i
Equal Percentage
Incremental Revenue
Rate of Return on Rate Base
UROR
% Inch compared to Revenue From Present Sales
% of the Total Increase

818.128,000
6.92%

1.00
12.32%
100.0%

59,071,970
-0.32%

-0.05
12.32%

50.0%

51,466,378
2.57%

0.31
12.32%

8.1%

$6.s14.a15
22.94%

3.32
12.32%
86.5%

$908,454
39.44%

. 5.70
12.32%

5.0%

$66,883
169%

1 .11
12.32%

0.4%

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
11
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
as
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54

818.128 million spread by UNS allocation
Incremental Revenue
Rate of Recur on Rate Base
UROR
% lncr compared Io Revenue From Present Sales
% of the Total Increase

$18,128,000
6.92%

1,00
12.32%
100.0%

$16.524,739
4.15%

0.60
22.44%
91 .2%

$2,141 .T63
5.04%

0.73
17.99%

311 .8%

$21 .178
13.65%

1,97
0.04%
0.1 %

~$620.44s
12.80%

1.85
-8.41%

-3.4%

$60,765
7.27%

1.95
11 19%

0.3%

r

I
E
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EXECUTWE SUMMARY
UNS ELECTRIC CORPORATION

DOCKET no. E~04204A-15-0142

Mr. Solganick's surrebuttal testimony reviews the Company's revenue allocation proposal, compares
it to Staffs recommendation and discusses the relationship between Staff's recommendation and the
protections envisioned during the transition to three-part TOU rates recommended by the Staff.

The testimony also discusses Staffs recommended rate design and the relationship to the
protections envisioned during time transition to three-part TOU rates recommended by the Staff.

The testimony also discusses CARES, Buy-Through and the LFCR proposal by the Company and
Staffs arguments against that proposal.

I
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Surrebuttal Testimony of Howard Solganick
Docket No. E-04204A-15-0142
Page 1

1 INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3 A.

4

5

My name is Howard Solganick. I am a Principal at Energy Tactics 8: Services, Inc. My

business address is 810 Persimmon Lane, Langhorne, Pennsylvania 19047. I am performing

this assignment under subcontract to Blue Ridge Consulting Services, Inc. ("Blue Ridge") .

6

7 Q- For whom are you appeMng in this proceeding?

8 A.

9

I am appearing on behalf of the Utilities Division Staff ("StafP') of the Arizona Corporation

Commission ("Colnmission").

10

11 Q. Have you previously submitted testimony in regulatory proceedings?

12 A. Yes. I have testified and/or presented testimony (summarized in Exhibit HS-1) before the

13 following regulatory bodies:
i

14

15 Arizona Corporation Commission

Delaware Public Service Commission16

17

18

Georgia Public Service Commission

Jamaica (West Indies) E1ecmlc.ity Appeals Tribunal

Maine Public Utilities Commission19

20

21

Maryland Public Service Commission

Michigan Public Service Commission

Missouri Public Service Commission22

23 New jersey Board of Public Utilities

Public Utilities Commission of Ohio24

25

26

Pennsylvania Public Utility Commission

Public Utility Commission of Texas



Surrebuttal Testimony of Howard Solganick
Docket No. E-04204A-15-0142
Page 2

I Q. Have you previously submitted testimony in this proceeding?

2 A.

3

4

5

6

Yes. I previously provided direct testimony relating to the engineering analysis of the UNS

Electric, Inc.'s ("UNSE" or "Company") rate base items, service reliability, and planning

process on November 6, 2015, and cost of service, revenue allocation, rate design, and the

Lost Fixed Cost Recovery mechanism ("LFCR") on December 9, 2015. My initial testimony

in this case includes a summary of my background, qualifications, and experience.

7

8 Q. What is the purpose of your surrebuttal testimony?

9 A.

10

My testimony provides a pardon of Staffs response to rebuttal testimony Bled by die

Company along with direct testimony Bled by some of the interveners.

11

12 SURREBUTTAL TESTIMONY

13 Q. Please summarize Staffs positions.

14 A.

15
E

16

17

Staff recommended that rates should be based on costs and recognize the concepts of

customer, demand and energy including mc-of-use ("TOU"). When changes are made,

gradualism should be recognized. This long-term rate design plan was placed into the context

of evolving metering and customer information capabilities.

18

19

20

21

22

Staff recommended a revenue allocation among the customer classes based on moving all

classes to cost of service but recognizing that gradualism is necessary due to the effects of a

new production cost methodology and the Company's inclusion into rate base of its portion

of the new Gila River Unit #3.

23

24

25

Staff recommended, consistent with the long-tenn rate design plan, die mandatory transition

of residential and small general service rates to Three Part-TOU rates.

26

i

1 Imol Illlllllllllll
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1

2

Staff highlighted that, due to the changes proposed, the Commission should keep the rate

design portion of the rate case open to resolve significant unanticipated customer rate

3 impacts.

4

5 Staff recommended that the level of die CARES discount not be reduced and that a CARES

6 provision for the new Three Part-TOU rate should be developed.

7

8

9

Staff did not propose changes to die existing net metering tariff or waivers of the net

metering rules in its December 9th testimony.

10

11 Q- What was Staffs revenue allocation proposal?

12 A.

13

14

15

Staff recommended a revenue allocation that moved all classes gradually toward parity of

return over this and the next rate case. Staff also recognized that the purchase of a combined

cycle generating unit provides benefits to all customers during many hours of the year and,

thus, it would be inappropriate to reduce rates for any customer class.

16

17

18

19

20

In the Compally's filing it proposed a change in cost allocation methodology from Peaks and

Average to Average and Exccss.1 The Company's proposed change reduced the class rate of

return for the Residential, Small General Service and Lighting classes and raised the class rate

of return for the Medium/Large General Service and Large Power Service classes.2

21

22

23

24

Staffs revenue allocation proposal is detailed in Exhibit HS-4 (previously submitted) and

suggested that the Residential class receive 58.3 percent of the total increase (810.5 million).

This revenue increase of 14.3 percent for the Residential class and 11.16 percent for the Small

i
I

i 1_]ones Direct 25:3
Zjones Direct 25:11

l



-
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1 General Service class contrasts with a proposed 10.1 percent increase for all other c1asses.3

2 The effect of Staffs recommended revenue allocation was intended to move to cost-based

3

4

rates in this and the next rate case while providing protection duzdng the transition to Three-

Part TOU rates. Staffs recommended revenue allocation also acts to buffer the Residential,

5

6

Small General Service and Lighting classes from the full effects of the Company's proposed

change in cost allocation methodology.

7

8 Q- What revenue allocation does the Company propose in its rebuttal testimony?

9 A.

10

11

While the Company states "... the Company is willing to adjust the allocation of revenue

between the rate classes using Staffs suggestion as a .guide,"'* the Company's proposed

increase for the Residential class is $15.9 million or 86 percent of the proposed $18.4 million

12 increase.5

13

14 Q- What is the impact of the Company's new revenue allocation proposal?

15 A.

16

17

18

19
s

20

21

The Company's new revenue allocation proposal is only a small decrease from its original

proposal to assign over 91 percent of the increase to residential customers, almost 12 percent

to small general service customers and decrease rates for large power customers and have

rates even for medium and large service customers' While the Company characterized its

rebuttal revenue allocation as using StafFs suggestion as a guide, the Company has failed to

remember dirt its change in cost allocation methodology, the purchase of Gila River Power

Plant Unit #3 and other actions should be recognized and the affected classes see the

22 temporary protection of gradualism.

23

i

r

3 Exhibit I IS-4 line 29
4 Jones Rebuttal 2:26
5 Exhibit CA]-R-1
6 Exhibit HS-4 lines 50, 54
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1

2

3

4

Even under the Company's latest revenue allocation proposal it still will take two cases (the

present and the next one) to move to cost-based rates. Further, the Company's proposed

revenue allocation has not recognized the disproportionate impacts between the present Class

Cost of Service Study ("CCoSS") and the prior one.7

5

6

7

8

9

10

11

12

13

14

15

The impact of the Company's use of Staffs suggestion as a guide can be easily seen by

comparing the original Schedule G-2 and the Company's revised Schedule G-28 for the Large

Power Service class' Proposed Sales Revenue (line 20) which moved from $6.604 million

(original filing) to 36.777 million, an increase of less than 3 percent, while die Residential class

moved from $94209 to $94.098, a decrease of less than 0.2 percent. Under either Company

proposal, the difference is more pronounced when Base Revenues Present Rates9 are $7.376

million for Large Power Service resulting in a significant decrease (8.1 percent) and $73.68)

million for Residential resulting in a significant increase (27.7 percent). NOTE: The Large

Power Service class was used for this comparison because it retains the same number of

customers and kph sales while the Medium/Large General Service class is subject to a rate

16 redesign.

17

18 Q- Why is the magnitude of the Residential increase important outside of the issue of

revenue allocation?19

20 A.

21

22

23

24

Staff has always been cognizant of the impact of a rate design change both on a class level

and the individual customer impact. That is why Staff has worked with the Company to

analyze the impact of Staff's proposed rate design across a range of usage and supports the

proposed 15 percent load factor floor. However, the Company's additional Residential class

revenue allocation is layered on top of the rate design change. While it may not have been

7 Solganick Direct 19:19

8 UDR 3.1
9 UNS Schedule G-1, line 20
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8

1

2

apparent to the Company, Staffs suggested revenue allocation is part of the protection that

Staff recommends as part of its rate design.

3

4 Q. Please describe Staffs rate design recommendation?

5 A. Staff has recommended the nmandatcry transition of all Residential and Small General Service

6

7

8

9

customers from the present two-part rates to Three-Part TOU rates which offer all customers

more opportunities to react to clearer costs and control their bills. Staff conditioned its

recommendation on the requirement that due Company would develop and implement a

transition plan that offers Residential and Small General Service customers both information

10 AND education BEFORE the transition takes place.

11

12 Q. Where will the customer information come from?

13 A.

14

15

The Company expects to complete its conversion to advanced metering capable of

supporting nancee-part rates by the end of  2016" and has committed to prov iding

consumption information to customers before the transition." Customers will have a view

16 into how and when they use electricity before the transition begins.

17

18 Q_ How will customers know how to react to Tree-Part TOU rates and decide if they

19 wish to change the amount of energy they use and when they use it?

20 A.

21

22

23

24

The Company has committed to an education program to inform customers of the impacts

and benefits of the new rate design before the transition begins." While the parties are still

defining what information and education will be provided, Staff notes that the Company is

planning web portal capabilities that will allow customers to access historical energy and

demand interval data in multiple formats with about a one-day lag." Furdmer, the Company

10 Dukes Rebuttal 7:3
11 Dukes Rebuttal 9.21
12 Dukes Rebuttal 9.1
13 UNS Response to RUCO 11.4
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1

2

and Staff have discussed including infonnation on the demands that various appliances and

uses will place on the system and how they can impact a customer's bill.

3

4 Q-

5

Will customers need to purchase demand control equipment or make expensive

changes to avoid a higher bill under the new rate design?

6 A.

7

8

9

10

11

No. Many customers, such as high load factor customers, will experience lower bills. For

others, the focus of the Company's education program should be to assist customers to make

usage and time-of-use decisions based on their own lifestyles. Simple actions such as not

performing multiple electrical activities simultaneously (e.g., cooling, clothes drying and

cooling) can be implemented by customers without any control equipment. Customers may

decide to install a programmable thermostat (which should cost less than 875) for greater

12 control.

13

14 Q. What protections has Staff sought to have in place before the transition takes place?

15 A.

16

17

In part due to gradualism, Staff recommended that the demand charge established at the

conclusion of the case be set at a partial cost level and apply only during the On-Peak mc

period to allow some load shifting. Also, Staff recommended that a mechanism be developed

18

19

to determine if adverse effects are raking place and to keep the rate design portion of the case

open to address any issues that may develop.

20

21

22

23

24

25

Besides these regulatory steps, Staff has requested a ttansidon plan, which should be

documented as a Plan of Action, well before the transition date. Staff expects that this Plan

of Action will cover not only the items that the Company has suggested" but also milestones

that may include meter data management testing, providing usage information to customers

on pre-transition bills, the education and communications program, billing system stress

14 Exhibit DJD-R- 1
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i

-i

1

2

3

testing, customer information systems stress testing, customer service training and on-going

monitoring for adverse effects and regular reporting to Staff, Residential Utility Consumer

(Dftice ("RUCO") and other interested parties.

4

5 Q.

6

The Company has proposed that all Residential and Small General Service customers

would transition to Three-Part TGU rates in February or March 2017.15 How does this

7 compare to Staffs phased transition?

8 A.

9

10

11

12

13

14

This is a more rapid transition than Staff proposed; however, a quicker transition is

acceptable if the Company is able to successfully manage the transition as described above.

The Company's proposal allows for two or three additional months of communications and

education before customers begin a transition, which is positive since all customers are to be

migrated at that time. Transitioning all customers duNg a single month of billing cycles can

result in stressing various systems such as customer service. is is why Staff recommends

that stress testing be included in the transition planning.

15

16 Q- What protections has Staff sought to include within the Three-Part TOU rate design?

17 A.

18

19

20 E

I
i

21

22

In Staffs testimony of December 9th, Staff highlighted that there could be 'inadvertent effects

from the transition. Subsequent to that testimony Staff continued the discussion, including

the concept of a load factor floor, which the Company explored in detail and included in its

rebuttal testimony.16 The detailed analysis informally provided to Staff by the Company

demonstrates that this concept prevents significant adverse effects and shod be included in

the Three-Part TOU rate design at implementation.

23

15 Dukes Rebuttal 11:7
16 Dukes Rebuttal 7:22 and Jones Rebuttal 14: 1
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1 Q.

2

Do you foresee any customer subgroups that should not be subject to mandatory

transition?
I
:

3 A.

4

5

6

Not beyond Staff witness Mr. Broderick's surrebuttal discussion concerning the provision of

bill credits. Assuming all of the elements of the pre-transition Plan of Action are properly

executed, specifically the education and information requirements, all customers will be given

the knowledge to control their usage, time of usage and overlap of usage.

7

8 Q. How does Staffs recommended Three-Part TOU rate accommodate lifestyle and

9 other situations?

10 A.

11

12

13

14

15

16

17

Staff recognized (as did other parties) that a "pure or perfect" Three-Part TOU rate would

have multiple demand charges to perfectly price distribution, transmission and generation

demand. Staff also recognized that implementation of the "pure or perfect" rate would have

significant impacts (as did odder parties) while customers learned to deal with the new rate

and potentially change their electric controls. To avoid being trapped by the perfect, Staff

recommended applying a single demand charge only to the existing On-Peak period This

decision eliminates the impact of holidays, weekend entertaining, the use of short-term high

demand loads such as electric oven cleaning and hobbies.

18

19 Q- The Arizona Community Action Association ("ACAA") has argued that CARES and

20 other low-income customers have limited opportunities to control their usage to avoid

21 adverse impacts from a Three-Part TOU rate and should be exempt.

22 A. Staffs recommendation for a Three-Part TOU rate design recognizes that it provides an

23 additional dimension (demand) for customers to make changes to lower their bills. Certain

24 electrical usage such as food refrigeration is a 24 hour usage that is fairly level, but space and

17 Overcast Rebuttal 33:14

| ll-ll



Surrebuttal Testimony of Howard Solganick
Docket No. E-04204A-15-0142
Page 10

1 water heating can be shifted if desired or controlled. More efficient lighting can be offered to

2 rental tenants.

3

4

5

6

7

Staff recognizes that there is a learning curve and that is why they have worked wide the

Company to develop the load factor floor to protect against high demand readings. Staff

insists that the Company's education program provide tools to help all customers identify and

manage demand without devices and computers.

8

9

10

11

Staffs suggested Residential demand rate of 34.7818 per kW applies only during On-Peak

periods to minimize the impact on all customers and create windows that may work for them.

The Company's updated proposed rate design recommends a demand rate of $5.15 per kW.19

12

13

14

15

16

17

ACAA has proposed a shadow billing service to show low-income customers how much they

would have been billed under two-part rates and then credit them for the difference between

the two- and three-part rate design." The shadow billing concept proposed by ACAA results

'm maintaining the two-pan rate for those months when a customer benefits and may require

a customer to lead, and react to, two rates rather than one in order to minimize their bills. A

18 clear transition with education, communications and protections as discussed will minimize

19 Therefore, Staff

20

complexity for low income and all other customers and is preferable.

recommends that the "shadow bill" be rejected.

21

22 Q. Are Start's recommendations interrelated?

23 A. Yes. As explained above, StafFs recommendation for a mandatory transition to a Three-Part

24 TOU rate design is interrelated with a number of items:

18 $4.78 = 75 percent of (85.65 and $0.73) UNSE Schedule G-6-1, lines 19 and 20 (Demand Distribution Primary and
Secondary)
19 Jones Rebuttal 13:5 and Exhibit CA]-R-4, Schedule H-3 page 4
20 Zwick Rebuttal 11:24
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1

2

Class revenue allocation that recognizes gradualism and the impacts of a new

methodology and Gila River Unit #3

Customer information and education3

4

5

6

7

An appropriate Basic Service Charge ("BSC")

A demand charge that recognizes gradualism

Cm-Peak demand only

On-Peak periods as in effect now

8

9

Significant protections against adverse effects

Keeping the rate design portion of the case open

10

11 Q. Has the Company accepted Staffs interrelated items?

12 A.

13

14

15

16

For the most part, the Company has accepted Staffs recommendations. The Company has

not accepted Staffs revenue allocation as discussed above. The Company supports and has

proposed further details relating to Staffs suggestions on information and education The

Company has accepted Staffs proposed $15 BSC if the Commission adopts an acceptable

three-part rate structure for all Residential and Small General Service customers/ While the

17

18

19

20

21

Company has proposed a different basis for the On-Peak" demand charge, their $5.15/kW

value is similar to Staffs $4.78/kW proposal. \X'/orking with Staff, the Company developed

the 15 percent load factor floor to protect customers against adverse effects." The Company

also supports keeping the rate design portion of the case open to address issues that may

develop."

22

21 Dukes Rebuttal 9:14
22 Dukes Rebuttal 7:10 and Hutchins Rebuttal 8:5
23 Dukes Rebuttal 8:19
24 Dukes Rebuttal 7:22 and Hutchins Rebuttal 8:25
pa Dukes Rebuttal 10:18
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1 Q. Why are these interrelationships important to Staff?

2 A. Subsequent to the submission on December 9th, Staff has worked with the Company to

3

4

5

explore the detailed interrelationships to minimize the impact on customers. If any party

seeks to reject Staffs Three~Part TOU rate design and the other interrelated items, then Staff

may have to reconsider or shift some or all of its positions .

6

7 Q. Are there other interrelations in Staffs recommendation of a mandatory transition to

8 Three-Part TOU rate design?

9 A.

10

11

12

Yes. Staff considered other solutions to the problem caused by shifting fixed costs from

vacant, seasonal and distributed generation ("DG") customers. While other solutions would

require carving out subclasses and applying measurements to dine inclusion or exclusion,

Staffs longterm rate design proposal sets die foundation to deal with these concerns without

13

14

15

arguing over wheduer one or more subclasses exist and which customers should be selected

for different rates. As recommended by Staff, the Three-Part TOU rate does not cure every

problem at the onset but provides the foundation for now and the future.

16

17 Q. Do the interrelationships apply to distributed generation?

18 A. Yes. The use of a Three-Part TOU rate will ensure that DG customers contribute to the

19

20

21

22

recovery of the fixed costs of infrastructure that they continue to use even after their decision

to connect to the Company's system, their use of the system as "storage" for their excess

banked energy, their use of the system to provide frequency for their inverters and the use of

the system to sell excess energy.

23

24

25

26

The addition of a demand charge and its resulting revenue stream reduces the required energy

charge within any rate structure (for the same revenue requirement). If the Commission

decides to retain net metering and/or banking of energy as Staff continues to recommend,
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1

2

3

the use of the Three~Pa,rt TOU rate has an impact on due cornpensadon under net metering

due to a reduced energy charge. Any decision to not implement Three-Part TOU rates must

then reconsider whcdlcr net metering is overcompensating DG customers.

4

5 CARES

6 Q. Does Staff support the Company's proposal for CARES?

7 A .

8

9

10

The Company is proposing to change the CARES program to be based upon the new Three-

Part TOU rate and provide an 18 percent discount widl a flat $16 discount applied for bills

above 1,000 kwh." CARES-Medical customers would receive a 24 percent discount with a

flat $16 discount applied for bills above 2,000 kwh."

11

12

13

14

The Company agrees with Staff  that the total value of the CARES discount must be

prese1:ved.28 Subject to a review of the impact as the Final rates are finalized, Staff supports

the Company's revised proposal.

15

16 BUY-THROUGH

17 Q-

18

Several parties have proposed changes to the "Buy-Through" proposal submitted by

the Company, does Staff support those changes?

19 A.

20

21

22

23

24

Staff reiterates its position that the Buy-Through proposal should not impact any other

customers. Care must be taken to ensure that if a customer is permitted to seek savings on its

own and then later decides to return (for example when the power market tightens) aD other

customers must be protected from this return as well, which could have adverse effects on

other regulated customers, and could be magnified if the volume cap of 10 MW is increased.

Therefore, if the Buy-Through is approved on a permanent basis, then Staff recommends the

26_]ones Rebuttal 39:12
27 Jones Rebuttal 39:15
28 Jones Rebuttal 21:14
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1

2

3

Company propose a market price for any customers that return. However, if the proposal is

approved on a temporary basis until the next rate case, the Company may be amenable to

addressing this issue in its next case.

4

5 LOST FIXED COST RECOVERY

6 Q. Why is only 50 percent of the non-generation related portion of the demand charge

included in the LFCR?7

8 A.

9

10

11

12

13

14

15

1 16

The 50 percent mechanism, as approved by the Commission, recognizes that while some

energy efficiency measures will reduce the energy consumption, died do not always reduce the

demand component proportionally. For example, if a customer installs a setback thermostat

for electrical space heating, during the setback period energy consumption will be reduced.

Since thermostats are on-off devices, when the thermostat calls for heat at the end of the

setback period the full load of the heating system will occur and therefore the demand

measurement will not decrease in proportion to the energy decrease. That is why the 50

percent demand provision was proposed. It would he inappropriate to compensate for the

entire demand amount when it is unlikely that all of die demand will disappear.

17

18 Q.

19

The Company argues that fixed generation costs should be included in the LFCR."

Why are generation costs not included?

20 A.

21

The Company's generation can be sold to all of its customers and neighboring utilities

because it is connected through the transmission system as opposed to distribution facilities

22 that cannot serve customers on a different feeder or substation.

23

24

25

The Company states that it must realize the approved level of billing determinants in future

years to fully recover its fixed costs." The Company also states that sales have decreased 8 I

!
:

I

29 ]ones Rebuttal 23:22
30_lanes Rebuttal 24:12

l l
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1 percent between this test year and the last test year and categorizes "...this reduction is more

dean DG and 1818 related reductions..."31.2

3

4

5

6

For periods after the Test Year, the Company's Integrated Resource Plan shows a trend of

increasing total numbers of customers" and the reference case shows increasing retail energy

sales" and increasing peak demand

7

8

K

10

9

11

12

The LFCR is not designed to compensate for non-specific sales losses or business climate

changes as it is not a full revenue decoupling mechanism, nor was the adoption of the LFCR

accompanied by a reducion in the rate of return to reflect the shift of sades risk to customers.

Adding generation to the LFCR due to the declining sales circumstances (in the recent past)

noted by the Company would unacceptably shift risk to customers.

13

14 Q.

15

16

The Company has expressed concern that "as long as solar production reduces

overall retail volumes sold, the recovery of fixed costs is avoided."35 Does this imply a

difference in perspective between the Company and Stall?

17 A.
I

18

19

20

21

Staff views anything that occurs behind the meter as the customer's private matter and an

opportunity to control electricity usage. Therefore, a reduction in sales due to the addition of

insulation, installation of higher efficiency HVAC equipment, and/or conservation due to

customer lifestyle changes will affect the customer's energy consumption in a manner similar

to a customer installing solar DG (absent the impact of excess production). Since the LFCR

is reset after the end of a rate case, any lost sales due to installed solar DG or EE have already22

23 been accounted for in the Test Year billing determinants. From dais perspective, Staff

31 Jones rebuttal 24:22
Hz UNSE 2014 Integrated Resource Plan Chart 6 (page 39)
33 UNSE 2014 Integrated Resource Plan Chart 8 (page 42)
34 UNSE 2014 Integrated Resource Plan Chart 10 (page 44)
35 Jones Rebuttal 2847

ill IuI\l1I1\III
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1

2

envisions that the DG portion of the LFCR can be eliminated once Three-Part TOU rates are

in place and charges fully reflect cost as anticipated upon conclusion of the next rate case.

3

4 Q. Does this conclude your surrebuttal testimony?

5 A. Yes, it does.

Illlllllllllllllllllllllllllllll\llllllllllllllllIIll in H l l l l
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DOCKET no. E-04204A-15-0142

This testimony will addresses power supply, Gila River Power Plant Unit 3 ("Gila R.iver"),

and base cost of fuel and purchased power for UNS Electric, Inc. ("UNSE" or "Company").

Staffs recommendations are as follows:

1. The $9.3 million of deferred non-fuel costs related to Gila River should be recovered

2.

through base rates over three years.

The deferred fuel and purchased power savings resulting from UNSE's acquisition

of Gila River should be returned to customers through a PPFAC credit during the

first year under new rates.

3. Because the deferred non-fuel costs related to Gila River include depreciation

expense through April 2016, :1 timing adjustment of $2 million needs to be made to

accumulated depreciation to reduce the amount of rate base associated with the Gila

River plant because UNSE only included accumulated depreciation through

December 2014.

4. Since the acmad amounts of deferred costs and accumulated depreciation will not be

known until April 2016, the numbers could be trued up at hearing or in post-hearing

briefs in this case.

5.

6.

UNSE's acquisition of Gila River should be considered to be prudent.

The base cost of fuel and purchased power costs should be set at $0.053288 per

kph.

ll\l ll
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1 INTRODUCTION

2 Q- Please state your name and business address.

3 A. My name is Barbara Keene. My business address is 1200 West Washington Street, Phoenix,

Arizona 85007 .4

5

6 Q. By whom are you employed and in what capacity?

7 A.

8

9

10

I am employed by the Arizona Corporation Commission ("Commission") in the Utilities

Division ("Star{") as a Public Utilities Analyst Manager. My duties include supervising the

energy portion of the Telecommunications and Energy Section. A copy of my résumé is

provided in Appendix 1.

11

12 Q, As part of your employment responsibilities, were you assigned to review matters

contained in Docket No. E-04204A-15-0142?13

14 A. Yes.

15

16 Q. What is subject matter of this testimony?

17 A.

18

This testimony will address power supply, Gila River Power Plant Unit 3 ("Gila R_iver"), and

base cost of fuel and purchased power for UNS Electric, Inc. ("UNSE" or "Company").

19

20 POWER SUPPLY

21 Q. Please describe UNSE's power supply.

22 A.

23 1.

24

UNSE owns the following generation assets:

Black Mountain Generating Station, located in Kinsman, Arizona, providing 90 MW

of natural gas-Bred combustion turbine capacity used primarily as peaking resources;

1

I 1 IIHlll Illll
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1 2.

2

Valencia Power Plant, located in Nogales, Arizona, providing 63 MW of natural gas

and diesel-fueled combustion turbine capacity used primarily as back-up supply for the city of

3

4 3.

5

6 4.

7

8

Nogales and surrounding areas;

Solar photovoltaic facilities, consisting of the 7 MW Rio Rico facility in Santa Cruz

County and the 1 MW La Seniti facility in Mohave County; and

Gila River (UNSE's share is 137.5 MW), located in Gila Bend, Arizona, providing

natural gas-fired combined cycle capacity used primarily to meet base load requirements in

both Mohave and Santa Cruz counties.

9

10 GILA RIVER POWER PLANT UNIT 3

11 Q. Did UNSE acquire Gila River during the test year?

12 A, Yes.

13 2014.

UNSE acquired a 25 percent interest in Gila River for about $55 million in December

UNSE's affiliate, Tucson Electric Power ("TEP"), acquired 75 percent of the unit.

14

15 Q- Has the Commission issued a Decision related to UNSE and Gila River?

16 A.

17

18

19

20

Yes. On January 22, 2015, the Commission issued Decision No. 74911 which authorized

UNSE to defer for possible later recovery through rates (1) the non-fuel costs of owning,

operating and maintaining its share of Gila River and (2) short-term fuel and purchased

power savings associated with the purchase of Gila. No Ending was made concerning the

pendency of the purchase of Gila River for ratemaking purposes.

21
l

r

E

22 Q.

23

Did Decision No. 74911 approve a Plan of Administration ("POA") to describe how

the deferred accounting order would operate?

24 A. Yes.

25

26
E
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1 Q. What are the major provisions of the POA?

2 A.

3

4

5

6

7

The POA allows UNSE to defer certain defined non-fuel costs for the period of January 1,

2015, through the earlier of April 30, 2016, or the date new rates go into effect. It provides

that the cumulative non-fuel costs will not exceed the lower of $10.5 million or the

cumulative deferred savings as of April 30, 2016. For purposes of calculating the Purchased

Power and Fuel Adjustment Clause ("PPFAC"), deferred savings will continue to accrue until

new rates become effective; however, cumulative deferred costs will not increase after April

8 30. 2016.

9

10 Q. What are the allowable defered costs?

11 A.

12

The costs eligible for deferral are limited to:

Depreciation and amortization costs,1.

13 2.

14 3.

15 4.

Property taxes,

Operating and maintenance expenses, and

Carrying costs (5 percent annual rate) on net book illvestlrnent.

16

17 Q. What are the allowable deferred savings?

18 A.

19 1.

20

21 2.

22

The savings eligible for defenlal are limited to:

Energy costs based on published Palo Verde Hub day-ahead market prices from the

lntercondnental Exchange for on-peak and off-peak power, less actual fuel costs, plus

Avoided long-term capacity procurement costs at 31.52 per kW/month, and offset by

Short-term wholesale sales revenue associated with Gila River.3.

23

HI |
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1 Q. Wfhat has UNSE proposed in regard to applying the deferred savings and costs to

2 rates g

3 A.

4

UNSE has proposed that the deferred savings be returned to customers through a PPFAC

credit during the Erst year under new rates and that the deferred costs be recovered from

5

6

7

customers over a three-year period through base rates. UNSE has estimated that the deferred

costs would total $9.3 million. Therefore, the Gila River Deferred Cost pro gonna

adjustment is $3.1 million (359.3 million/3 years).

8

9 Q. Has Staff reviewed UNSE's calculations of the deferred savings and costs?

10 A. Yes. UNSE's calculations appear to be consistent with Decision No. 74911 and the POA.

11

12 Q.

13

Does Staff agree that the deferred savings and costs should be applied to rates as

proposed by UNSE?

14 A.

15

16

Yes. The deferred savings and costs should be applied as proposed by UNSE if the

Commission were to End that UNSE's acquisition of its share of Gila River was prudent.

However, another pro forma adjustment needs to be made.

17

18 Q.

A.

What adjustment needs to be made?

19

20

21

Because the deferred costs include depreciation expense through April 2016, an adjustment

needs to be made to accumulated depreciation to reduce the amount of rate base associated

widl the Gila River plant because UNSE only included accuxndated depreciation through

22 December 2014.

23

llllllllllllll
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1 Q.

A.

Does Staff have a proposed amount for this timing adjustment?

2

3

4

Yes. UNSE has provided Staff with an estimate of $2 million for depreciation associated

wide Gila River from ]january 2015 through April 2016. Staff has compared dirt number to

other available information and finds the $2 million estimate to be reasonable.

5

6 Q-

7

Since the actual amounts of deferred costs and accumulated depreciation will not be

known until April 2016, could there be a true-up at a later time in this case?

8 A. Yes, at hearing or in post-heating briefs.

9

10 Q. Was there another Commission Decision involving UNSE and Gila River?

11 A.

12

13

14

15

Yes. Among other items, Decision No. 74865 (December 18, 2014) authorized UNSE to

issue new debt up to $35 million and accept new equity contributions from its parent up to

$35 million, for the specific purpose of purchasing a share of Gila River, and to issue long-

term debt to refinance the debt initially issued for the purchase of its share of Gila River.

Decision No. 74865 did not constitute or imply approval of the purchase of the interest in

i

E 16 Gila River.

17

18 Q. Has Staff considered whether UNSE's acquisition of Gila River was prudent?

19 A. Yes. Staff has considered several factors that are discussed below.

20

21 Q-

22

Was UNSE's acqLu'sition of its share of Gila River the result of a Request for

Proposals ("RFP")?

23 A. Yes. TEP issued an RFP for a power plant purchase on May 10, 2013.

24

25 Q. Did TEP use an Independent Monitor to oversee the RFP process?

26 A. Yes. TEP selected Action Group to serve as the Independent Monitor for this RFP.
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1 Q. What did Accion Group report in regard to the RFP process?

2 A.

3

4

Action Group reported that the RFP was conducted fairly and without bias toward or against

any offerer or type of generation acceptable under the terms of the RFP. TBP adhered to

established protocols. Through a website, all registered users had access to the same

5 information at the same time. Action Group was satisfied that TEP had created an

6 environment conducive to a fair and transparent process.

7

8 Q. What was the outcome of the RFP?

9 A.

10

11

According to the direct testimony of UNSE witness Michael E. Sheehan (page 7), TEP

received 14 different proposals from nine different bidders. Gila River was selected because

of economic and operational advantages of the proposal.

12

13 Q. Why did UNSE decide to acquire part of Gila River?

14 A.

15

16

Mr. Sheehan stated (page 7) that it made sense for UNSE to acquire a portion of Gila River

through TEP's 2013 RFP process due to the unique opportunity to right-size the capacity to

be acquired by UNSE as well as UNSE's need for base load generating capacity.

17

18 Q.

19

Did UNSE consider entering into a long-term power purchase agreement as an

alternative to purchasing Gila River Unit 3?

20 A. Yes. According to UnSEe's response to STF 22.1, UNSE chose Gila River over a long-term

21

22

23

24

25

26

power purchase agreement for several reasons. First, Gila River was seen as an opportunity

to reduce UNSE's reliance on the wholesale power market, which provided over 97 percent

of its energy needs prior to 2015. Second, a number of independent power producers were

facing bankruptcy situations. The decision was made to acquire a long-term resource instead

of entering into a potential risky long-term purchase power agreement to avoid counterparty

risks and to acquire Gila River at a significant discount.

1
I
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1 Q. What other reasons did UNSE provide for its acquisition of Gilal River?

2 A.

3

4

5

6

According to the direct testimony of UNSE witness David G. Hutchins (page 8), Gila River

is one of the newest and most efficient power plants in Arizona. The acquisition of Gila

River as UNSE's first base-load generating resource has helped to diversify UnSEe's portfolio.

In addition, the cost of $398 per kW to acquire Gila River was significantly lower that

UNSE's estimated cost of $1,367 per kW to build a new unit.

7

8 Q. Has Staff reviewed UNSE's cost assumptions?

9 A.

10

11

Yes. As part of its review of the financing application, Staff found estimates for the cost of a

new combined cycle power plant around the size of Gila River to range from $950 per kW to

$1,475 per kW in 2014 dollars. The $398 per kW paid for Gila River is considerably below

those estimates.12

13

14 Q. Are there operational benefits of Gila River?
I

15 A.

16

17

18

19

Yes. Per Mr. Sheehan (p. 8), Gila River is situated so that it can receive natural gas

transportation from both the EL Paso Natural Gas and Transwestern Pipeline Company

pipelines, providing access to both the Permian and San jun supply basins. This offers

operational advantages for both cost and reliability of the gas supply. In addition, Gila

River's interconnection to the Palo Verde market hub and existing transmission rights to the

_Jojoba Switchyard provided lower transmission costs relative to other proposals.20

21

22 Q. How has Gila River performed in 2015?

23 A.

24

25

26

According to UNSE's response to STP 18.2, UNSE's share of Gila River generated 342.6

GWh as of August 2015. The capacity factor was 45.04 percent, the availability factor was

94.54 percent, and the equivalent forced outage rate was 11.91 percent. A scheduled outage

occurred from March 10, 2015 through April 11, 2015.
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Q. At this time, does Staff believe that UNSE's acquisition of Gila River was prudent?1

2

3

4

A. Yes.

Q. Did UNSE include the cost of acquiring Gila River in the calcdadon of rate base?

5

6

7

A. Yes. The amount of $54,693,405, consisting of the net purchase price of $544777,760 less

December 2014 depreciation expense of $84,355, was included in rate base.

8

9

BASE COST OF FUEL AND PURCHASED POWER

Please explain the adjustment for the base cost of fuel and purchased purer ("baseQ-

10

11 A,

cost").

The adjustment reflects die difference between Staffs proposed base cost and UNSE's

proposed base cost.12

13

14 Q- What is UNSE's proposed base cost?

A. UNSE has proposed a base cost of $0.0-48427 per kph. This results in a total expense of

$77,522,386 based on test year retail sales of 1,600,809,167 kph.

Q- How did UNSE determine its proposed base cost?

15

16

17

18

19

20

21

22

23

A. In his Direct Testimony (page 17), UNSE witness Michael Sheehan explains that UNSE used

forward natural gas and wholesale price projections, as of April 2015, to forecast what fuel

and purchased power cost would be from April 2016 through March 31, 2017. That

timeframe reflects when new UNSE rates are likely to go into effect.

l l l l l l
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1 Q-

2

Why did UNSE use forecasted fuel and purchased power costs instead of test year

costs?

3 A.

4

5

6

Per UNSE's response to STP 18.1, UNSE wanted to set the base cost as closely as possible to

the cost expected to be incurred in the first year when rates established in the case would be

in effect. In addition, test year costs do not reflect the inclusion of energy produced by Gila

River and the corresponding reduced expenditures of purchasing power from the open

7 market;

8

9 Q. Does Staff agree with UNSE's base cast?

10 A. No. Staff recommends a base cost of 30.053288 per kph. This results in a total expense of

11 $85,303,919 based on test year retail sales of 1,600,809,167 kph

12

13 Q. Does Staff agree with UNSE's methodology for determining the base cost?

14 A. No. Staff does not believe duet the base cost should be developed totally on forecasts. Sniff

15

16

agrees that test year costs without Gila River would not be reflective of costs going forward,

but there are currently eight months in 2015 of actual data available with Gila River included.

17

18 Q. How did Staff determine its proposed base cost? I

19 A. Staff used actual costs from January through August 2015, and UNSE's forecasted costs for

September dmrough December 2015.

i
8

20

21

22 Q. Is Staff addressing UNSE's proposed changes to the PPFAC?

23 A. Yes, but Staff will address UNSE's proposed changes to the PPPAC in rate design testimony.

24

|
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1 SUMMARY OF STAFF RECOMMENDATIONS

2 Q. Please summarize Staff's recommendations.

3 A. Staffs recommendations are as follows:

4 1. The $9.3 million of deferred non-fuel costs related to Gila River should be recovered

5

6 2.

7

through base rates over three years.

The deferred fuel and purchased power savings resulting from UNSE's acquisition of

Gila River should be returned to customers through a PPFAC credit during the first year

8 under new rates.

9 3.

10

11

12

13 4.

Because the deferred non~fuel costs related to Gila River include depreciation expense

through April 2016, a timing adjustment of 352. million needs to be made to accumulated

depreciation to reduce the amount of rate base associated with the Gila River plant because

UNSE only included accumulated depreciation through December 2014.

Since the actual amounts of deferred costs and accumulated depreciation will not be

14 known until April 2016, the numbers coda be trued up at hearing or in post-heaxing briefs 'm

15 this case.

16 5. UnSEe's acquisition of Gila River should be considered to be prudent.

17 6. The base cost of fuel and purchased power costs should be set at $0.053288 per kph.

18 \

19 Q. Does this conclude your direct testimony?

20 A. Yes, it does.

E
1

t
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RESUME

BARBARA KEENE

Education

B.S.
M.P.A.
A A .

Political Science, Arizona State University (1976)
Public Administration, Arizona State University (1982)
Economics, Glendale Community College (1993)

Additional Training

Management Development Program - State of Arizona, 1986-1987
UPLAN Training - LCG Consulting, 1989, 1990, 1991
Various seminars, workshops, and conferences on ratemaking, energy efficiency, rate design,

computer skills, labor market information, training trainers, and Census products

Employment History

Arizona Corporation Commission, Uti l i t ies Div ision, Phoenix, Arizona: Public Uti l i t ies
Analyst Manager (May 2005-present). Supervise the energy portion of the Telecommunications
and Energy Section. Conduct economic and policy analyses of public utilities. Coordinate working
groups of stakeholders on various issues. Prepare Staff recommendations and present testimony on
electric resource planning, rate design, special contracts, energy efficiency programs, and other
matters.

Arizona Corporation Commission, Uti l i t ies Div ision, Phoenix, Arizona: Public Uti l i t ies
Analyst V (October 2001-May 2005), Senior Economist (July 1990-October 2001), Economist
II (December 1989-July 1990), Economist I (August 1989-December 1989). Conduct economic
and policy analyses of public utilities. Coordinate working groups of stakeholders on various issues.
Prepare Staff recommendations and present tesdrnony on electric resource planning, rate design,
special contracts, energy efficiency programs, and other matters. Responsible for maintaining and
operating UPLAN, a computer model of electricity supply and production costs.

Arizona Department of Economic Security, Research Administration, Economic Analysis
Unit: Labor Market Information Supervisor (September 1985-August 1989), Research and
Statistical Analyst (September 1984-September 1985), Administrative Assistant (September
1983-September 1984). Supervised professional staff engaged in economic research and analysis.
Responsible for occupational employment forecasts, wage surveys, economic development studies,
and over 50 publications. Edited the monthly Arizona Labor Market Information Newsletter,
which was distributed to about 4,000 companies and individuals.
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Testimony

Resource Planning for Electric Utilities (Docket No. U-0000-90-088), Arizona Corporation
Commission, 1990; testimony on production costs and system reliability.

Trico Electric Cooperative Rate Case (Docket No. U-1461-91-254), Arizona Corporation
Commission, 1992; testimony on demand-side management and time-of-use and interruptible power
rates.

Navopache Electric Cooperative Rate Case (Docket No. U_1787_91_280), Arizona Corporation
Commission, 1992, testimony on demand-side management and economic development rates.

Arizona Electric Power Cooperative Rate Case (Docket No. U-1773-92-214), Arizona Corporation
Commission, 1993; testimony on demand-side management, interruptible power, and rate design.

Tucson Electric Power Company Rate Case (Docket Nos. U-1933_93~006 and U-1933-93-066)
Arizona Corporation Commission, 1993; testimony on demand-side management and a
cogeneration agreement. .

Resource Planning for Electric Utilities (Docket No. U-0000_93-052), Arizona Corporation
Commission, 1993, testimony on production costs, system reliability, and demand-side management.

a

Duncan Valley Electric Cooperative Rate Case (Docket No. E-01703A-98-0431), Arizona
Corporation Commission, 1999; testimony on demand-side management and renewable energy.

Tucson Electric Power Company vs. Cyprus Sierrita Corporation, Inc. (Docket No. E-G000I-99-
0243), Arizona Corporation Commission, 1999; testimony on analysis of special contracts.

Arizona Public Service Company's Request for Variance (Docket No. E-01345A_01-0822), Arizona
Corporation Commission, 2002; testimony on competitive bidding.

Generic Proceeding Concerning Electric Restructuring Issues (Docket No. E_00000A-02-0051),
Arizona Corporation Commission, 2002; testimony on affiliate relationships and codes of conduct.

Tucson Electric Power Conlpany's Application for Approval of New Partial Requirements Service
Tariffs, Modification of Existing Partial Requirements Service Tariff 101, and Elimination of
Qualifying Facility Tariffs (Docket No. E-01933A-020345) and Application for Approval of its
Stranded Cost Recovery (Docket No. E_01933A_98-0471), Arizona Corporation Commission, 2002,
testimony on proposals to eliminate, modify, or introduce tariffs and testimony on the modification
of the Market GenerationCredit.

Arizona Public Service Company's Application for Approval of Adjustment Mechanisms (Docket
No. E-01345A-02-0403), Arizona Corporation Commission, 2003, testimony on the proposed
Power Supply Adjustment and the proposed Competition Rules Compliance Charge.

\lull



¢

Appendix 1
Page 3 of 5

Generic Proceeding Concerning Electric Resttuctuxing Issues, et al (Docket No. E-00000A-02-0051,
et al), Arizona Corporation Commission, 2003-2005; Staff Report and testimony on Code of
Conduct.

Arizona Public Semlce Company Rate Case (Docket No. E-01345A-03-0437), Arizona Corporation
Commission, 2004; testimony on demand-side management, system benefits, renewable energy, the
Returning Customer Direct Assignment Charge, and service schedules.

Arizona Electric Power Cooperative Rate Case (Docket No. E_01773A-04~0528), Arizona
Corporation Commission, 2005; testimony on a fuel and purchased power cost adjustor, demand-
side management, and rate design.

Trico Electric Cooperative Rate Case (Docket No. E-01461A~04-0607), Arizona Corporation
Commission, 2005; testimony on the Environmental Portfolio Standard; demand-side management;
special charges; and Rules, Regulations, and Line Extension Policies.

Arizona Public Service Company (Docket Nos. I8,-01345A-03~0437 and E-01345A-05-0526),
Arizona Corporation Commission, 2005; testimony on the Plan of Administration of the Power
Supply Adjustor.

Arizona Public Service Company Emergency Rate Case (Docket No. E-01345A-06~0009), Arizona
Corporation Commission, 2006; testimony on bill impacts.

Arizona Public Service Company Rate Case (Docket Nos. E~01345A~05-0816, E_01345A_05-0826,
and E-0i345A-05-0827), Arizona Corporation Commission, 2006; testimony on funding for
renewable resources, net metering, green pricing tariffs, and a Power Supply Adjustor surcharge.

Tucson Electric Power Company Filing to Amend Decision No. 62103 (Docket No. E-01933A-05_
0650), Arizona Corporation Commission, 2007, testimony on demand-side management, time-of-
use, direct load control, and renewable energy.

Consideration, Pursuant to A.R.S. §40-252 to Modify Decision No. 67744 Relating to the Self-Build
Option (Docket No. E-01345A-07-0420), Arizona Corporation Commission, 2008, testimony on
the self-build option for Arizona Public Service Company.

Sempra Energy Solutions Application for Certificate of Convenience and Necessity (Docket No. E-
03964A-06-0168), Arizona Corporation Commission, 2008, testimony on the overall fitness of
Sempra Energy Solutions to provide competitive retail electric service in Arizona.

Tucson Electric Power Company Rate Case (Docket No. E-01933A-07-0402), Arizona Corporation
Commission, 2008, testimony in support of the Settlement Agreement regarding renewable energy,
demand-side management, Rules and Regulations, partial requirements service tariffs, interruptible
tariff, demand response, and bill estimation.

Arizona Public Service Company Rate Case (Docket No. E~01345A-08-0172), Arizona Corporation
Commission, 2009, testimony in support of the Settlement Agreement regarding Power Supply
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Adjustment Plan of Administration, treatment of Schedule 3, withdrawal of APS' Impact Fee
proposal, wididrawal of APS' System Facilities Charge proposal, revisions to Schedule 3, demand-
side management, and renewable energy.

Trico Electric Cooperative Application for Approval of a Net Metering Tariff (Docket No. E»
01461A~09-0450), Arizona Corporation Commission, 2010, testimony on net metering
administrative charge.

Southwest Gas Corporation rate case (Docket No. G-01551A-10-0458), Arizona Corporation
Commission, 2011, testimony in support of the Settlement Agreement regarding energy efficiency
and renewable energy resource technology.

Publications

Author of the following articles published in the Arirgona I480rMar,éel Ire?Jrmation News/etten

"1982 Mining Employees - Where are They Now?" - September 1984
"The Cost of Hiring" and "Alizona's Growing Industries" - January 1985
"Union Membership Declining or Shifting?" - December 1985
"Growing Industries in Arizona" April 1986
"Women's Work?" -July 1986
"1987 SIC Revision" - December 1986
"Growing and Declining Industries" - jure 1987
"1986 DOT Supplement" and "Consumer Expenditure Survey" - July 1987
"The Consumer Price Index: Changing With the Times" - August 1987
"Average Annual Pay" - November 1987
"Annual Pay in Metropolitan Areas" - January 1988
"The Growing Temporary Help Industry" - February 1988
"Update on die Consumer Expenditure Survey" - April 1988
"Employee Leasing" August 1988
"Metropolitan Counties Benefit from State's Growing Industries" .- November 1988
"Arizona Network Gives Small Firms Helping Hand" -jure 1989

l

Major contributor to the following books published by the Arizona Department of Economic
Security:

Annual Phoning Irj%1mation - editions from 1984 to 1989
I-Ii.g>anic.r in Transition - 1987

(with David Berry) "Contracting for Power," Business Emnowim,October 1995.

(with Robert Gray) "Customer Selection Issues," NRRI_,Quarfer§1 Bulletin,Spring 1998.
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Reports

(with Task Force) Rqwnr of the Task Force on tea Feaaibiliyf of Iffqblcfnmfing .S̀ /zMn_gScale Hoe,€:¢ Fees.
Arizona Corporation Commission, 1992.

Customer R¢.gawentqf Uz'zWyDSMCosts, Arizona Corporation Commission, 1995.

(will Worldng Group) Rqtnori et the Pafiiazbanlf in War/as/Jop.f
Corporation Commission,1997.

on Cz/.ffower Selection Is.rue§," Arizona

"DSM Workshop Progress Report," Arizona Corporation Commission, 2004,

(with Erin Casper) "Staff Report on Demand Side Management: Policy," Arizona Corporation
Commission, 2005.

"Staff Report on Interconnection for the Generic Investigation of Distributed Generation," Arizona
Corporation Commission, 2007.
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC,

DOCKET no. E-04204A-15-0142

This testimony addresses UNSE's proposed modifications to its Purchased Power and Fuel
Adjustment Clause ("PPFAC").

Staffs recommendations are as follows:

1. The PPFAC rate should remain as a dollar per kph rate.

2. The rate band should remain at 0.83 percent.

3. The proposed Base Rate Annual Adjustment should not be approved.
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Direct Rate Design Testimony of Barbara Keene
Docket No. E-04204A-15-0142
Page 1

1 INT RODU CTI ON

2 Q. Please state your name and business address.

3 A.

4

My name is Barbara Keene. My business address is 1200 West Washington Street, Phoenix,

Arizona 85007.

5

6 Q. Have you previously filed testimony 'm this docket?

7 A.

8

Yes. I filed direct testimony concerning power supply, Gila River Power Plant Unit 3, and

base cost of fuel and purchased power for UNS Electric, Inc. ("UNSE" "Company").o r

9

10 Q. What is subject matter of this rate design testimony?

11 A.

12

This testimony will address UNSE's proposed modifications to its Purchased Power and Fuel

Adjustment Clause ("PPFAC").

13

14 PROPOSED MODIFICATIONS TO PPFAC

15 Q. What is the purpose of a PPFAC?

16 A.

17

18

19

The purpose of a PPFAC is to track changes in the costs of obtaining power supplies. The

costs of obtaining power supplies included in the base rates approved by the Commission in a

rate case are compared to actual power supply costs incurred after the rate case. A PPFAC

rate is used to bill or refund to customers the difference in costs.

to

21 Q. How does UNSE's PPFAC work?

22 A.

23

24

The PPFAC Plan of Administration ("POA") describes how the PPFAC works. UNSE's

PPFAC uses a historical 12.-month rolling average of actual fuel, purchased power, and

purchased transmission costs to reset the PPFAC rate each month without Commission

25

26

approval. The actual costs are compared to the Average Base Cost of Fuel and Purchased

Power approved in UNSE's last rate case.

H |
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Page 2

1

2

Decision No. 74235 approved 30.05706 per kilowatt-hour ("kwh") as the Average Base Cost

of Fuel and Purchased Power. As of December 1, 2015, the PPFAC rate was negative

3 30.000978 per kph.

4

5

6

7

8

The change in the PPFAC rate is banded so that the new monthly PPFAC rate cannot

increase or decrease the preceding month's Total Average Retail Fuel and Purchased Power

Rate (the average base cost of fuel and purchased power plus the preceding month's PPPAC

rate) by more than 0.83 percent.

9

10

11 I

E

12

13

14

Any over- or under-recovery of actual costs is recorded in the PPFAC bank balance, with

interest. If the bank balance becomes over-collected by more than $10 million, UNSE must

File for a PPFAC rate adjustment within 45 days or contact Staff to discuss why a rate

adjustment is not necessary at duet time. If the bank balance is under-collected, UNSE has

the right to File an application with the Commission requesting a surcharge.

15

16 Q. What modifications has UNSE proposed for its PPFAC?

17 A.

18

UNSE witness Craig A. Jones (Direct Testimony, pages 72-73, and Exhibit CA]-5) has

proposed the following modifications to the PPFAC:

19

20

21

1.

22

23 2.

The monthly PPFAC rate would be set as a percentage to be applied to the base cost

of fuel and purchased power embedded in base rates for each rate class instead of as a

dollar per kph rate billed to all customers;

The rate band would be increased from 0.83 percent per month to 1 percent per

24

25 3.

month; and

A Base Rate Annual Adjustment would be added.

26

-1111
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1 Q. Please describe UNSE's proposal to apply the PPFAC rate as a percentage.

2 A.

3

4

5

6

7

As proposed by UNSE in this rate case, each customer class rate schedule has an unbundled

rate component titled Base Power. Time-of-use rate schedules have separate Base Power

rates for on-peak and off-peak times. Rate schedules with seasonal rates have additional Base

Power rates. UNSE is proposing that the PPFAC rate be set as a percentage to be applied to

the Base Power cornponent(s) of each rate schedule. Currently, doe PPFAC rate is simply a

dollar per kph rate that is multiplied by the monthly kph used by each customer.

8

9 Q. Does Staff agree with UNSE's proposed percentage PPFAC rate?

10 A. No. It adds a great amount of complexity that is not needed, and it may shift costs among

11 customer classes.

12

13 Q.

14

Please describe UNSE's proposal to increase the rate band from 0.83 percent per

month to 1 percent per month.

15 A.

16

17

18

As described above, the band prevents the PPFAC rate from having very large increases or

decreases. Mr. Jones (Direct Testimony, page72) states that the rate band should be increased

because of the reduction in fuel and purchased power expenses caused by the purchase of

Gila River and because of low commodity prices implied in forward markets.

19

20 Q.

21 A.

22

23

Does Staff agree with UNSE's proposed increase 'm the rate band?

No. A reduction in costs does not justify an increase in the rate band. The monthly 0.83

percent rate band prevents customers from experiencing more than a 10 percent increase

over a year without Commission approval.

24

25 Q. What is Staffs recommendation regarding the rate band?

26 A. Staff recommends that the rate band remain at 0.83 percent.

l l ll W
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1 Q.

2 A.

3

4

Please describe UNSE's proposed Base Rate Annual Adjustment.

Mr. Jones (Direct Testimony, page 73) states that the Base Rate Annual Adjustment is

intended to improve the correlation between actual base rate collections and the approved

base rate. He states that the variances between actual and approved base rate collections are

5 driven by changing customer behavior.

6

7 Q. What is Staffs recommendation regarding the proposed Base Rate Annual

8 Adjustment?

9 A.

10

11

Staff recommends that the Base Rate AnnW Adjustment not be approved, because the

purpose of the PPFAC is to track fuel and purchased power costs, not to adjust for variations

in base rate revenues due to changing customer behavior.

12

13 SUMMARY OF STAFF RECOMMENDATIONS

14 Q. Please summarize Stay's recommendations.

15 A. Staffs recommendations are as follows:

16

17 1. The PPFAC rate should remain as a dollar per kph rate.

18 2.

19 3.

The rate band should remain at 0.83 percent.

The proposed Base Rate Annual Adjustment should not be approved.

20

21 Q. Does this conclude your direct rate design testimony?

22 A. Yes, it does.

1
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DOCKET NO. E-04204A-15-0142

This surrebuttal testimony addresses the deferred costs and savings associated with Gila

River Power Plant Unit 3. This testimony also responds to UNS Electric rebuttal witness Michael

E. Sheehan in regard to the base cost and proposed modifications to the Purchased Power and Fuel

Adjustment Clause ("PPFAC").

Staffs recommendations ah as follows:

1. UNSI8 should update the base cost, based on most recent actual costs, prior to

2.

establishing new rates in this case.

Instead of approving the proposed Base Rate Annual Adjustment, the formula used

for calculating the monthly PPFAC rate should be modified to include consideration

of the bank balance.

3. At the time of implementation of new rates, the deferred non-fuel costs associated

with Gila River should be netted against the deferred fuel and purchased power

savings, with any remaining savings to How through the PPFAC. The $3.1 million

amortized deferred cost should be removed from the proposed revenue requirement

Ill!
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1 INTRODUCTION

2 Q. Please state your name and business address.

3 A.

4

My name is Barbara Keene. My business address is 1200 West Washington Street, Phoenix,

Arizona 85007.

5

6 Q- Have you previously filed testimony in this docket?

7 A.

8

9 o r

10

Yes. I filed direct testimony concerning power supply, Gila River Power Plant Unit 3 ("Gila

River"), and base cost of fuel and purchased power ("base cost") for UNS Electric, Inc.

("UNSE" "Company") and direct rate design testimony concerning UNSl8's proposed

modifications to its Purchased Power and Fuel Adjustment Clause ("PPFAC").

11

12 Q. What is the subject matter of this surrebuttal testimony?

13 A.

14

15

This surrebuttal testimony will furdmer address the deferred costs and savings associated with

Gila River. This testimony will also respond to UNSE rebuttal witness Michael E. Sheehan in

regard to the base cost and proposed modifications to the PPFAC.

16

17 DEFERRED COSTS AND SAVINGS ASSOCIATED WITH GILA RIVER

18 Q.

19

Did you address deferred costs and savings associated with Gila River in your direct

testimony in this case?

20 A. Yes .

21

22 Q. Please summarize Commission Decision No. 74911.

23 A.

24

25

Decision No. 74911, (January 22, 2015) authorized UNSE to defer for possible later recovery

through rates (1) the non-fuel costs of owning, operating, and maintaining its share of Gila

River and (2) the short-tenn fuel and purchased power savings associated will the purchase

I
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1 of Gila River. Decision No. 74911 approved a Plan of Administration ("POA") that

2 describes how the deferred accounting order would operate.

3

4 Q- Please describe the major provisions of the POA.

5 A.

6

7

The POA allows UNSE to defer certain defined non-fuel costal for the period of lanuary 1,

2015, through the earlier of April 30, 2016, or the date new rates go into effect. It provides

that the cumulative non-fuel costs wil l  not exceed the lower of  $10.5 mil l ion or the

8

9

cumulative deferred savings as of April 30, 2016. For purposes of calculating the PPFAC,

deferred savings will continue to accrue until new rates become effective; however,

10 cumulative deferred costs will not increase after April 30, 2016.

11

12 Q. Has anything recently happened in regard to the POA since the tiling of Staffs direct

13

14 A.

testimony?

Yes. On December 18, 2015, UNSE filed a motion in Docket No. E-04204A_13-0_76 to

15

16

17

18

amend the POA approved in Decision No. 74911. The motion asks to (1) extend the deferral

period for the non-fuel costs from April 30, 2016, until the date that new rates go into effect

in the pending rate case and (2) remove die $10.5 million hard cap on deferred costs and

allow a deferred cost up to the amount of deferred savings.

19

20 Q. What does Staff now recommend in this rate case regarding the defered costs and

21

22 A.

23

24

savings associated with Gila River?

Staff recommends that the deferred costs be netted against the deferred savings at the time of

implementation of new rates, with any remaining savings to f low through the PPFAC.

Therefore, Staff is removing the $3.1 million amortized deferred cost from the proposed

1 Allowable deferred costs are limited to depreciation and amortization costs, property taxes, operating and maintenance
expenses, and carrying costs (5 percent annual rate) on net book investment.
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1 revenue requirement, as discussed in doe surrebuttal testimony of Staff witness Donna

2 1\iul]jnax.

3

4 BASE COST OF FUEL AND PURCHASED POWER

5 Q. What did Staff recommend in direct testimony as the base cost of fuel and purchased

6

7 A.

power ("base cost") for UNSE?

In direct testimony, Staff recommended that the base cost be set at 30.053288 per kph.

8

9 Q. What methodology did Staff use to determine its proposed base cost?

10 A.
E

11

Staff used the available actual costs from January through August 2015, and UNSE's

forecasted costs for September through December 2015. UNSE had originally proposed a
i

12 base cost using only forecasted costs

13

14 Q- What did Mr. Sheehan propose in his rebuttal testimony regarding the base cost?

15 A.

16

17

Mr. Sheehan has recalculated the base cost as 80.053689 per kph, using actual costs from

January through December of 2015. UNSE proposes to again update the base cost based on

actual costs prior to establishing new rates in this case.

18

19 Q. Does Staff accept Mr. Sheehan's rebuttal proposals in regard to the base cost?

20 A. Yes.

21

22 Q. In its rebuttal testimony, did UNSE allocate the base cost to the various rate classes?

23 A. Yes. UNSE rebuttal witness Craig A. Jones included tables in his testimony that indicate the

24 base cost has been Mocated among the rate classes.

25
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1 Q. Is Staff in agreement vsdth the class allocation of the base cost?

2 A. No. UNSE has not provided its methodology used for the allocation.

3

4 Q. What is StamPs recommendation?

5 A.

6

Until such time as UNSE prov ides its doss allocation methodology for rev iew, Staff

recommends that the base cost be used as the same dollar per kph for all rate classes.

7

8 PROPOSED MODIFICATIONS TO PPFAC

9 Q. What is the purpose of a PPFAC?

1

i

10 A.

11

12

13

The purpose of a PPFAC is to track changes in the costs of obtaining power supplies. The

costs of obtaining power supplies included in the base rates approved by the Commission in a

rate case are compared to actual power supply costs incurred after the rate case. A PPFAC

rate is used to bill or refund to customers the difference in costs.

14

15 Q. How does UNSE's PPFAC work?

16 A. The PPFAC POA describes how the PPFAC works. UnSEe's PPFAC uses a historical 12-

17

18

19

month rolling average of actual fuel, purchased power, and purchased transmission costs to

reset the PPFAC rate each month without Commission approval. The actual costs are

compared to the Average Base Cost of Fuel and Purchased Power approved in UNSE's last

20 rate case.

21

22 new

23

24

25

The change in the PPFAC rate is banded so that the monthly PPFAC rate cannot

increase or decrease the preceding month's Total Average Retail Fuel and Purchased Power

Rate (the average base cost of fuel and purchased power plus the preceding month's PPFAC

rate) by more than 0.83 percent.

26 i
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1

2

Any over- or under-recovery of actual costs is recorded in the PPFAC bank balance, with

interest. If the bank balance becomes ovencollected by more than $10 million, UNSE must

3

4

5

i le for a PPFAC rate adjustment within 45 days or contact Staff to discuss why a rate

adjustment is not necessary at that time. If the bank balance is under-collected, UNSE may

file an application with the Commission requesting a surcharge.

6

7

8

9

The monthly calculation of the PPFAC rate does not consider the bank balance. The only

way for over- or under-recovery of funds to be addressed is for UNSE to f i le for

Commission approval of a PPFAC rate adjustment.
s
E

10

11 Q. Does Mr. Sheehan's rebuttal testimony continue to request a Base Rate Annual

12 Adjustment?

13 A. Yes.

14

15 Q. What is the purpose of the Base Rate Annual Adjustment?

16 A. Mr. Sheehan states that the purpose of the Base Rate Annual Adjustment is to reduce the

17 difference between the actual and approved collections of the base power supply costs related

18 to changes in customer usage patterns relative to the base year.

19

20 Q. Does Staff still oppose the proposed Base Rate Annual Adjustment?

21 A. Yes. However, Staff proposes an alternative.

22

23 Q- What is StamPs alterative?

24 A.

25

Staff recommends that the fionnula used for calculating the monthly PPFAC rate be modified

to include consideration of the bank balance. This would be much simpler dlan the very

II ll |
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1 complicated formula of the proposed Base Rate Annual Adjustment and it would maintain

2 the purpose of the PPFAC.

3

4 SUMMARY OF STAFF RECOMMENDATIONS

5 Q. Please summarize StafFs recommendations.

6 A. Staffs rec0xnmendations are as follows:

7 1.

8

UNSE should again update the base cost, based on actual costs, prior to establishing

new rates in this case.

9 2.

10

11

Instead of approving die proposed Base Rate Annual Adjustment, the fionnula used

for calc ting the ronNy PPFAC rate should be rnodiied to include consideration

of the bank balance.

12 3.

13

14

15

At the mc of implementation of new rates, the deferred non-fuel costs associated

with Gila River should be netted against the deferred fuel and purchased power

savings, with any remaining savings to flow through the PPFAC. The $3.1 million

amortized deferred cost should be removed from die proposed revenue requirement.

16

17 Q. Does this conclude your surtebuttal testimony?

18 A. Yes, it does.

19

_I
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DOCKET NO. E-04204A-15-0142

This testimony addresses the proposed pro forma adjustments to operating income from the
Transmission Cost Adjustor ("TCA"), Demand-side Management ("DSM"), and Renewable Energy
Standard and Tiff ("REST") adjustors.

UNS Electric, Inc. ("UNSE") has proposed Revenue Requirement Adjustments which
reduce Operating Income by 3114.531 million for the TCA and $1.534 million for the REST & DSM
adjustors. Staff has reviewed these adjustments and made recommendations in die testimony to
follow.

i
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1 INTRODUCTION

2 Q- Please state your name, occupation, and business address.

My name is Eric Van Epos. I am a Public Utilities Analyst employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff"). My

business address is 1200 West WaslNngton Street, Phoenix, Arizona 85007.

'7 Q. Briefly describe your responsibilities as a Public Utilities Analyst.

In my capacity as a Public Utilities Analyst, I provide recommendations to die Commission

on matters involving electric and gas utilities. also perform studies on ancillary issues

pertaining to matters in and around the electric utility industry. I have been employed with

the CommissioN for three years.

I

What is the scope ofyout testimony in this case?

I will address the Transmission Cost Adjustor ("TCA"), Demand-side Management ("DSM")

and Renewable Energy Standard and Tiff ("RI8ST") for UNS Electric, Inc. ("UNSE" o r

"Company") .

18 Q. Have you reviewed the testimony submitted by the Company in this case?

Yes. I reviewed the testimonies of Company witnesses, Mr. Craig A. Jones and Mr. David j.

Lewis, specifically the Open Access Transmission Tariff ("OATT"), REST and DSM revenue

requirement adjustments.

Mr. Jones is proposing a revenue requirement adjustment which reduces operating income by

$14531 million. This adjustment is associated with moving the 2015 OATT rate into base

rates. Mr. Lewis is proposing a revenue requirement adjustment which reduces operating

m Na mllllllll l



Per Staff Staff AdjustmentPer Company

OATT $14,511,531 (819,925)$14,531,456

REST & DSM $1,534,105 $1 ,534,105

Direct Testimony of Eric Van Epos
Docket No. E-04204A-15~0142
Page 2

1

2

income by 81.534 million. This adjustment excludes, from test-year revenue, expense activity

directly related to REST and DSM adjustor programs.

3

4 SUMMARY OFTESTIMONY AND RECOMMENDATIONS

5 Q. Please summarize your Revenue Requirement adjustment recommendations .

A. My revenue requirement adjustment recommendations are summarized in the following table:6

7 Table 1

8

9

10

TRANSMISSION COST ADJUSTOR (¢¢TCA»)

Why has the Company requested a revenue requirement adjustment for the TCA?Q.

11 A.

12

13

14

15

The methodology approved in UNSE's last rate case provided for a transmission cost

recovery mechanism that is collected partly in base rates through the OATT with the

remaining costs collected through the TCA rates. UNSE is required to update its

transmission rate annually with new rates going into effect the first billing cycle in jure. The

proposed OATT revenue adjustment is a product of the Company's 2015 TCA Being.

16

17 Q . What is the OATT?

18 A.

19

20

21

22

The OATT is a rate schedule approved by the Federal Energy Regulatory Commission

("FERC"). A portion of the transmission costs UNSE is authorized to recover is embedded

in UNSE's base rates (established in the last rate case). FERC has approved a "formula rate"

for UNSE through which the OATT rates are revised each year. When a new OATT rate is

calculated each year, the difference between the new OATT rate and the portion already

23 embedded in base rates is collected through the TCA.

I'll llllll-l-llllll
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1

2

Each year, Staff reviews the data supporting the new OATT calculations and the support for

the revised TCA rates. Staff and UNSE work to resolve any discrepancies Staff may uncover

3 in do calculation.

4

5 Q_

6

Do you accept the Company's OATT pro forma adjustment to reduce operating

income by $14,531,456?

7 A.

8

Not entirely. On May 1, 2015, UNSE filed with the Commission its proposed TCA rates.

Subsequent to the filing, UNSE and Staff discussed revisions to the proposed TCA rates. As

9 a result of such discussions, UNSE ultimately filed revised TCA rates on May 28, 2015. The

10

11

12

revised TCA rate filing adopted an updated OATT revenue requirement of $14,511,531.

Therefore, Staff recommends revising the revenue adjustment to incorporate the updated

GATT revenue requirement filed on May 28, 2015,

13

14 Q. Why did Staff have UNSE revise its proposed TCA filing?

15 A.

16

Staff requested that UNSE update its TCA Being to reflect credits for revenues collected from

short-term transmission services. In addition, Staff found other clerical discrepancies which,

17 when corrected, caused a change in the proposed rates.

18

19 DEMAND-SIDE MANAGEMENT (¢¢Dsmaa)

20 Q. 3

21

Why has the Company requested a revenue requirement adjustment for its DSM

program?

22 A.

23

The DSM program has a separate ding mechanism. Thus, UNSE has requested that the

expense activity directly related to the DSM program be excluded from test-year revenue and

24 expenses .

25
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1 Q. What is the expense activity directly related to the DSM program?

2 A. Based on the Company's working papers, the DSM program incurred $40,330 in expenses

3 during the 2014 test year.

4

5 Q- Were you able to reconci le DSM expenses against the Company's Annual DSM

6 Progress Report?

7 A.

8

Yes, within a De minim's amount Staff was able to reconcile the working papers against the

Annual DSM Progress Report.

9

10

11 Q.

RENEWABLE ENERGY STANDARI) AND TARIFF (¢cREsTssl

Why has the Company requested a revenue requirement adjustment for its REST

12 program?

13 A.

14

The REST program has a separate funding mechanism. Thus, UNSI8 has requested that the

expense activity directly related to the REST program be excluded from test~year revenue and

15 expenses.

16

17 Q. What is the expense activity directly related to the REST program?

18 A. Based on the Company's working papers, the REST program incurred $1,493,776 in expenses

19 during the 2014 test year.

20 Q.

21

Were you able to reconcile REST expenses against the Company's Annual REST

Compliance Report?

22 A.

23

Yes, within a De minim's amount Staff was able to reconcile the working papers against the

Annual REST Compliance RepoN.

24
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1 Q.

2

Do you accept the Company's REST and DSM pro forma adjustments to reduce

operating income by a total of $1,534,105.76?

3 A.

4

5

Yes, the pro forma adjustment which reduces operating income by $1,534,106 is reasonable

and adequately excludes revenue and expense activity directly related to monies collected

through the REST and DSM adjustor programs.

6

7 Q. Does this conclude your direct testimony?

8 A. Yes, it does.

i
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DQCKET no. E-04204A-15-0142

This testimony addresses proposed Rate Design recommendations for the Transmission
Cost Adjustor ("TCA"), Demaf1d~side Management ("DSM"), and Renewable Energy Standard and
Tariff ("REST") adjustment mechanisms.

UNS Electr ic,  Inc.  ("UNSE") has not  proposed any signi f icant  changes to the
aforementioned adjustors other than an adjustment to how the CARES Program affects the DSM
adjustor.

Staff recommends that UNSE update its TCA Plan of Administration ("POA") and file
PIA's for the existing DSM and REST adjustors.

i
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1 INTRODUCTION

2 Please state your name, occupation, and business address.

3 A.

4

5

My name is Eric Van Epos. I am a Public Utilities Analyst employed by the Arizona

Corporation Commission ("ACC" or "Cornlnission") in the Utilities Division ("Staff"). My

business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q~ Briery describe your responsibilities as a Public Utilities Analyst.

8 A.

9

10

11

In my capacity as a Public Utilities Analyst, I provide recommendations to the Commission

on matters involving electric and gas utilities. I also perform studies on ancillary issues

pertaining to matters in and around the electric utility industry. I have been employed with

the CommisSion for three years.

12

13 Q. Have you previously filed testimony 'm this docket?

1
4
1

14 A.

15

16

17

Yes, I Bled direct testimony concerning the pro-forma adjustments to the Transmission Cost

Adjustor ("TCA"), Demand-side Management ("DSM") and Renewable Energy Standard and

Tari f f  ("REST") for UNS Electric, Inc. ("UNSE" or "Company"). This rate design

testimony addresses other aspects of the adjustors.

18

19 Q. Have you reviewed the testimony submitted by the Company in this case?

20 A.

21

22

23

24

Yes. I reviewed the testimony of Company witness, Mr. Craig A. Jones, Mr. Jones has not

proposed any changes to the TCA or REST adjustor. Mr. _lanes has proposed a change to

the DSM Surcharge Rate Schedule (Rider R-2) to reHeat his proposed change to the CARES

program which would affect the DSM adjustor. The proposed change to the CARES

program would no longer exempt CARES customers from paying the DSM Surcharge.

25
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1

2

SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Q. Please summarize your direct rate design recommendations.

3

4

5

A. My direct rate design recommendations are as follows, Staff recommends that UNSE File

P1an(s) of Admimisaation ("POA") for both the DSM and REST adjustors. Further, Staff

recommends that UNSE look at the POA of Tucson Electric Power Company ("TEP") and

provide draft POAs for both the aforementioned adjustors in rebuttal testimony. Further,

Staff recommends that UNSE update its TCA POA, consistent with the discussions it had

with Staff and provide a draft in its rebuttal testimony.

6

7

8

9

10

11

TRANSMISSION COST ADJUSTOR

Are there changes the Company wishes to make to the TCA POA?Q-

12

13

A. Yes, the Company has indicated in a data response that it wishes to make changes to its

existing TCA PGA that reflect recommendations from Staff after the Sling date of its rate

14 case.

15

Q. Has the Company provided Staff with its proposed charges to the TCA?16

17

18

A. No, other than the initial conversation with Staff regarding changes to the TCA, while

processing die Company's Annual TCA Blind, Staff has not been provided the Company's

proposed changes.19

20

21 Q. How does Staff recommend the Company proceed?

22

23

24

A. Staff recommends that the Company clearly outline why it wishes to change its existing TCA,

and provide a draft TCA POA in rebuttal testimony for Staffs review.

|
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1 DEMAND-SIDE MANAGEMENT

2 Q. Has the Company requested any charges to its current DSM adiustot?

3 A.

4

5

6

Yes, the Company has requested a change to the DSM Surcharge Rate Schedule (Rider R-2)

to reflect a proposed change to the CARES program which would affect the DSM adjustor.

The proposed change to the CARES program would no longer exempt CARES customers

from paying the DSM Surcharge.

7

8 Q. Has the CARES Program been addressed in other congruent testimony?

9 A.
I

10

Yes, Howard Solganick has addressed the Company's proposed changes to the CARES

Program in his rate design testimony. s

I

r

11
1

12 Q. Are there any other issues with the DSM adjustor thatstaffwishes to address?

13 A. Yes, currently UNSE does not have a PCA on file for its DSM adjustor.

14
§

15 Q. Why is the absence of a DSM POA a concern for Commission Staff?

16 A.

17

The DSM adjustor is a complex adjustor mechanism with functions that should be outlined

in a POA so that current and future staff at bode the Company and Commission can be in

18 agreement as to how the Adjustor is intended to operate.

19

20 Q. Should the Company create a POA for its DSM Adjustor?

21 A.

22

Yes, Staff recommends that the Company provide in its rebuttal testimony a draft DSM POA

for Staff review. Furduer Staff requests UNSE address the scope and type of costs eligible for

23 recovery in its draft POA .

24



I'll

Direct Rate Design Testimony of Eric Van Epos
Docket No. E-04204A-15-0142
Page 4

1 RENEWABLE ENERGY STANDARD AND TARIFF

2 Q. Has the Company requested any changes to its current REST adjustor?

3 A.

4

No, adjustments to the REST adjustor are typically addressed in the Company's Annual

REST Filing.

5

6 Q. Are there any other issues with the REST adjustor thatstaffwishes to address?

7 A. Yes, currently UNSE does not have a POA on file for its REST adjustor.

8

9 Q. Why is the absence of a REST POA a concern for Commission Staff?

10

11

A. The REST adjustor is a complex adjustor mechanism with functions that should be outlined

in a POA so that current and future staff at both the Company and Commission can be in

12

13

agreement as to how the Adjustor is intended to operate.

I
:

14 Q. Should the Company create a POA for its REST Adjustor?

15

16

17

A. Yes, Staff recommends that the Company provide in its rebuttal testimony a draft REST

PGA for Staff review. Further Staff requests UNSE address the scope and type of costs

eligible for recovery in its draft POA.

18

19

20

Q. Does this conclude your direct rate design testimony?

A. Yes, it does.
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DOCKET no. E-04204A-15-0142

This Surrebuttal testimony responds to UNS Electric, Inc. ("UNSE" or "Company") witnesses
Jones, Smith and Tillman as well as to Southwest Energy Efficiency Project ("S\X/EEP"). These

responses focus on the Transmission Cost Adjustor ("TCA"), Demand-side Management ("DSM"),
and Renewable Energy Standard and Tariff adjustment mechanisms.

UNSE is in a cement with Staffs recommendations to create a Plan of Administration
("POA") for each of the aforementioned adjustors.

Staff opposes SWEEP's request for proposing and approving new DSM programs in this
rate case as well as the inclusion of DSM funds through base rates. Staff recommends dlat there be
considerations made for new DSM programs in future implementation plans and that the Company
include in their education program for three-part rates information on how Energy Efficiency can
mitigate the impacts of demand charges.
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t INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3 A.

I 4

5

My name is Eric Van Epos. I am a Public Utilities Analyst employed by &¢ Arizona

Corporation Commission ("Commission") in the Utilities Division ("StafF'). My business

address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q. Briefly describe your responsibilities as a Public Utilities Analyst.
i

8 A.

9

In my capacity as a Public Utilities Analyst, I provide recommendations to the Commission on

matters involving electric and gas utilities. I also perform studies on ancillary issues pertaining

10 to matters in and around the electric utility industry. I have been employed with the

11 Commission for three years.

12

13 Q. Have you previously filed testimony in this docket?

14 A.

15

16

Yes, I previously provided Direct and Direct Rate Design testimony relating to the

Transmission Cost Adjustor ("TCA"), Demand-side Management ("DSM") and Renewable

Energy Standard and Tariff ("REST") for UNS Electric, Inc. ("UNSE" or "Company") .

17

18 Q. What is the purpose of your Surrebuttal testimony?

19 A.

20

My SurrebutM testimony provides Staff's responses to rebuttal testimony Filed by the Company

along with direct testimony filed by some of the interveners.

21

22 DIRECT RATE DESIGN TESTIMONY RECOMMENDATIONS

23 Q. Please summarize your Direct Rate Design testimony recommendations.

24 A.

25

26

In Direct Rate Design testimony,Staffrecommended that UNSE File a Plan of Administration

("POA") for both the DSM and REST adjustors. Further, Staff recommended that UNSE

provide draft POAs for both the aforementioned adjustors in rebuttal testimony.
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1

2

In addition, Staff recommended that UNSE update its TCA PGA pursuant to discussions it

had with Staff and provide a draft in rebuttal testimony.

3

4

5

TRANSMISSION COST ADJUSTOR

Do you wish to address the rebuttal testimony of Company witness Jones?Q.

6 A. Yes. would like to discuss Mr. Jones' testimony as it pertains to the TCA POA.

7

8 Q. Has the Company provided an updated TCA POA?

9 A.

10

Yes. Company witness Mr. Jones provided an updated POA for the TCA in his rebuttal

testimony. This was submitted as Exhibit CA]-R-6.

11

12 Q.

13

Does Staff believe the updated POA adequately incorporates the intended changes to

the methodology used to calculate the TCA?

14 A. No. Staff was under the impression that the calculations section of the existing PGA woad be

15

16

17

18

19

expanded to include the steps used in calculating the TCA as well as the Company's intended

changes in methodology. Staffs intent is to provide clear delineation of the proposed changes

in methodology so that there is transparency going forward. Staff does not wish to unduly

burden the Company but rather to provide a transparent instrument which coda be updated

as changes occur in the Company's service territory.

20

21. Q. How does Staff recommend the Company proceed?

22 A.

23

24

Staff would prefer the Company provide an updated POA before the conclusion of this rate

proceeding which can be agreed upon. Staffwill continue to work with the Company to develop

the TCA POA in the hopes that it can be completed in time for a decision.

25
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1 DEMAND-SIDE MANAGEMENT 1

2 Q- Do you wish to address the rebuttal testimony of Company witness Smith?

Yes. I would ]Ike to discuss Ms. Smith's testimony as it pertains to the DSM PGA.

Has the Company provided a DSM POA?

No. Staff would reiterate that it would prefer the Company provide a POA before the

conclusion of this rate proceeding. Staff is available to work with the Company to develop a

DSM POA that is not only consistent with Arizona Administrative Code ("A.A.C.") R12-2-

2401 el seq.,but also inclusive of other important methodologies which should be transparent,

such as performance incentives and how DSM budget items are allocated and treated with

regard to rate proceedings.

r

Are there any other issues pertaining to the DSM adjustor that Staff wishes to address?

Ycs. Staff would like to respond to the direct testimony of Southwest Energy Efficiency Project

DSM("SWEEP") witness Mr, Schlegel concerning the recommendation to develop a

customer-peak-demand-reduction proposal as part of this rate case and the inclusion of $5

million in energy efficiency program funding expensed through base rates .

19 Q. Does Staff believe additional DSM programs should be considered in this rate case?

No. Staff does not be}ieve that this rate case is the most appropriate place to consider new

DSM programs. If the outcome of this rate proceeding warrants new DSM programs, Staff

would suggest that these DSM programs be proposed in a separate application or in UNSE's

next Implementation Plan so that Staff can determine their cost effectiveness.
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1 Q.

2

Does Staff believe the Company should include in any educational program concerning

demand charges infonnation regarding potential Energy Eiliciency programs?

3 A.

4

5

6
x
f

{

7

Yes. Staff believes there is definitely a correlation between implementing Energy Efficiency

measures and mitigating demand charges. Staff believes that a primary focus of an educational

program involving demand charges should be to educate customers on what a demand charge

is and how it affects their bill, Therefore, Staff would recommend that energy efficiency be

addressed as an essential part of mitigating fees associated with a transition to a three-part rate.

8

9 Q.

10

Does Staff agree with SWEEP's proposal to recover funding for DSM programs through

base rates?

11 A.

12

13

14

15

16

17

18

No. Staff prefers that monies associated with Energy Efficiency continue to be collected solely

though the DSM adjustor. Under SWEEP's proposal the Commission would have to wait for

the Company to file a rate case before it could make changes to any amount being collected

through base rates. Although, the Commission could use the DSM adjustor to apply credits

and surcharges if budget allotments for DSM programs grew or fell below an amount being

collected through base rates; however, Staff prefers the simplicity of the current DSM funding

arrangement and would not recommend adopting SWEEPs proposal. Staff prefers for

customers to continue to have visibility into the costs on customer bills.

19

20 RENEWABLE ENERGY STANDARD AND TARIFF

21 Q. Do you wish to address the rebuttal testimony of Company witness Tillman?

22 A. Yes, I would like to discuss Mr. Tilghman's testimony as it pertains to the REST POA.

23

24 Q- Has the Company provided Staff with a REST POA?

25 A.

26

No. Staff would reiterate that it would prefer the Company provide a POA before the

conclusion of this rate proceeding which can be agreed upon. Staff would add that it is available

lllll
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1

2

3

4

to work with time Company to develop a REST PGA that is not only consistent with A.A.C.

R14-02-1813 et seq., but also inclusive of other important methodologies which should be

transparent, such as how REST budget items are allocated and treated with regard to rate

proceedings.

5

6 Q. Does this conclude your Suttebuttal testimony?

7 A. Yes, it does.

E
i
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1 INTRODUCTION

2 Q. Please state your name and business address.

3 A.

4

My name is Candrea Allen. My business address is 1200 West Washington Street, Phoenix,

Arizona 85007.

5

6 Q. By whom are you employed and in what capacity?

7 A.

8

9

I am employed by the Arizona Corporation Commission ("Commission") in the Utilities

Division ("Staff") as a Public Utilities Analyst. I provide recommendations on various utility

applications to the Commission. I have been employed by the Commission since 2006.

10

11 Q.

12

As part of your responsibilities were you assigned to review matters contained in this

Docket?

13 A. Yes.

14

15 Q. What is the scope of your testimony in this case?

16 A.

17

My testimony will be limited to Staffs positions and recommendations relating to UNS

Electric, Inc.'s ("UNSE" or "Company") proposed changes to its Rules and Regulations.

18

19 DIRECT TESTIMONY

20 Q. Will you be addressing all of the changes UNSE has proposed in this rate case?

21 A. No. Many of UnSEe's proposed changes are non-substantive and merely clarifications to the

22 current Roles and Regulations. Staff supports these proposed changes.

23

24

25

26

I will only be addressing what Staff believes to be the substantive changes proposed by

UNSE included in the Direct Testimony of  Craig Jones and Denise Smith. Staffs

recommendations are discussed below, by section, of the Rules and Regulations.

Ill
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1 .S'ertz'on 4 - Minimum Customer Try%mIatzhn Requirement:

2 Q. What changes are being made to Section 4 of UNSE's Rules and Regulations?

3 A.

4

5

6

UNSE is proposing to add language that would allow die Company to charge its customers

when a customer requests consumption history and/or interval data history. The proposed

Consumption History Request and Interval History Request charge is also reflected in

UnSEe's Statement of Charges at $65.00 per hour of customer support.

7

8 Q. What are Staffs recommendations regarding the proposed changes to Section 4?

9 A.

10

11

12

13

The Direct Testimony of Craig Jones indicates that the proposed charge only applies should a

customer request this information more than once in a 12-month period. Staff believes, that

for clarification, the proposed language should specify that the Consumption History Request

and Interval History Request would only apply to those customers who request the

information more than once in a 12~month period. Staff recommends inserting the following

14 sentence to Section 4.A.6.:

15

16

This charge will only apply to customers who request this information

more than once 'm a 12-month period.

17 The Statement of Charges should also reflect Staffs recommendation, as a footnote.

18

19

20

21

22

23

24

In addition, Staff notes that the Direct Testimony of Staff Consultant Howard Solganick will

be addressing the proposed consumption history/interval data history charge as part of

Statement of Charges in rate design testimony scheduled to be filed on December 9, 2015.

Any recommendations included in the testimony of Mr. Solganick regarding the proposed

consumption history/interval data history charge that may impact the language included in

the Rules and Regulations should also be incorporated.

25

26

lm
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1 Section 10-Meier Reading

2 Q. What changes are being made to Section 10 of UNSE's Rules and Regulations?

3 A.

4

5

UNSE's proposed Automated Meter Opt-Gut language states that customers may request

meters that do not transmit data wirelessly and that UNSE will charge a Special Meter

Reading Fee and Automated Meter Opt-Out Set-Up Fee for those customers as specified in

6 its Statement of Charges.

7

8 Q- What are Staffs recommendations regarding the proposed changes to Section 10?

9 A.

10

11

12

13

14

For those customers who choose to not have an automated meter installed or wish to replace

an automated meter with a non-transmitting meter, the Special Meter Reading Fee (which

would apply to customer self-reads) woad be a monthly recurring charge of $26.00.

Therefore, Staff recommends that UNSE clarify that customers will only be subject to the

Special Meter Reading Fee on a monthly basis should they request to replace an automated

meter with a non-transmitting meter or continue the use of a non-transmitting meter.

15

16

17

Staff also recommends that UNSE clarify that the proposed Automated Meter (Dpt-Out Set-

Up Fee of $196.00 will only apply to those customers who request the removal of an

18

19

20

automated meter. UNSE has not completed full deployment of automated meters, therefore,

customers who currently have a non-transmitting meter would not be subject to the proposed

Automated Meter Opt-Out Set-Up Fee. Staff recommends the following be added to Section

21 10.1-I.:

22 For Customers who choose to not have an automated meter installed

23

24

25

26

or wish to replace an automated meter with a non-transmitting meter,

the Special Meter Reading Fee will be a monthly recurring charge.

The Automated Meter Opt-Out Set-Up Fee will only apply to those

customers who request the removal of an automated meter.

llllllllll
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1

2

The Statement of Charges shod also reflect Staffs recommendations.

3

4

5

6

7

8

Staff  notes that the Direct Testimony of Staff  Consultant Howard Solganick will be

addressing the amount of due proposed Special Meter Reading Fee and Automated Meter

Opt-Out Set-Up Fee as part of Statement of Charges in rate design testimony scheduled to be

filed on December 9, 2015. Any recommendations included in time upcoming testimony of

Mr. Solganick regarding the proposed Special Meter Reading Fee and Automated Meter Opt-

Out Set~Up Fee that may impact the language included in the Rules and Regulations should

9 also be incorporated.

10

11 Setfion 71 -Bi/5i28 and Co//ediorz

12 Q- What changes are being made to Section 11 of the Rules and Regulations?

13 A. UNSE is proposing two changes to Section 11 that Staff believes need to be clarified.

14

15

16

17

1) UNSE is proposing to modify Section 11.16. Staff does not oppose the proposed change.

However, Staff recommends that UNSE add "listed in the Statement of Charges" to the end

of the sentence to read:

18

19

20

21

A deferred payment agreement does not relieve the unpaid balance

from being assessed a monthly late charge, in accordance with the

current late payment fee percentage rate listed in the Statement of

Charges.

22 Staff believes that UNSE should clarify where the actual rate for the monthly late charge,

referenced in this section, can be found.23

24

l-III |
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1

2

3

4

5

2) UNSE is proposing to modify Section 11.L.2 by replacing the word "incurred" to

"assessed". Staff does not oppose the proposed change. However, for claNication purposes,

Staff recommends that UNSE add "by die Company" to the end of the sentence to read:

If a collection agency referral is warranted for collection of unpaid final

bills, Customer will be responsible for associated collection agency

6 fees assessed by the Company.

7

8 Section 72-Terrtzination of Yen/ine

9 Q.

10 A.

11

12

13

What changes are being made to Section 12 of the Rules and Regulations?

UNSE is proposing to add Sub-section 12.H which reads:

In the event a Customer provides the Company with documentation

certifying that the Customer depends on electricity to power a life-

sustaining medical device or if  a Customers medical condition

14 warrants continuous electrical service and the Customer accumulates

15

16

17

18

debt equivalent to a three (3) month bill, in lieu of disconnection of

service, the Company may limit the amount of current flowing into the

premises to operate medical devices and basic appliances, such as

refrigeration, water supply, lighting and small motors in the heating

19 system.

20

21

UNSE states that it would only limit service as a last resort when all other attempts to work

with a customer have been exhausted, regarding bill payment status.'

22

23 Q.

24 A.

25

What are Staffs recommendations regarding the proposed changes to Section 12?

Staff believes that limiting the amount of electricity to a customer that requires electricity to

power 1ife~sustaining medical devices or if a customer's medical condition warrants

1 UNSE response to STP 14.16 (Attachment CA-1)
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1

2

3

continuous service could potentially have a significant negative impact on the health of a

customer. Staff does not have information about which electricity using devices/equipment

(et, the actual medical device or an air conditioning unit) would be affected.

4

5

6

7

8

Further, UNSE indicates that it cuaendy has approximately 560 customers with a life-

sustaining medical device or medical conditions that warrant continuous electrical service and

of these only nine accounts have been delinquent for 90 days or more Staff believes this is

an insignificant number of UnSEe's total customers and that their medical circumstances

9 could present hazardous and unsafe conditions if service is limited, Therefore, Staff

10 recommends that UnSEe's proposed sub-section 12.H not be approved for inclusion in its

11 Rules and Regulations.

12

13 SUMMARY OF RECOMMENDATIONS

14 Q- Please summarize Staffs recommendations.

15 A.

16

17

18

19

20

21

22

23

24

25

Staff makes the following recommendations:

That UNSE clarify that the consumption history/interval data history charge only

applies if a customer requests the information more than once in a 12-month period.

The Statement of Charges should also reflect Staffs recommendation.

That UNSE specify that customers will be subject to the Special Meter Reading Fee

on a monthly basis when they request to continue to use a non-transmitting meter or

replace an automated meter with an analog meter.

That UNSE clarify that the Automated Meter Opt-Out Set-Up Fee will only apply to

those customers who currency have an automated meter but request that the

automated meter be removed and replaced by a non-transmitting meter. Customers

who currently have an analog meter would not be subject to the proposed Automated

2 UNSE response to STF 14.14 (Attachment CA-2)

1 1 l l H
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1

2

Meter Opt-Out Set-Up Fee. The Statement of Charges should also reflect Staff's

recommendations.

3 Staff recommends that UNSE add "listed in the Statement of Charges." to the end of

4 Sub»section 11.1.6.

5 Staff recommends that UNSE add "by the Company." to the end of Sub-section

6 11.L.2

7

8 Q. Does this conclude your direct testimony?

9 A. Yes, it does.
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ATTACHMENT GA-1

UNS ELECTRIC INC.'S RESPONSE TO STAFF'S FOURTEENTH SET OF DATA
REQUESTS REGARDING THE 2015 UNS ELECTRIC RATE CASE

DOCKET no. E-042044.15-0I42
September 28, 2015

STF 14.16

Under what circumstances would UNSE not limit electric service to a customer specified under
Subsection l2.H. regardless of the customer's bill payment status?

RESPONSE:

UNS Electric views limiting service as a last resort effort, and only after all attempts to work with

a customer have been exhausted. Each case would be reviewed individually, and UNS Electric

will ensure this measure, when employed, will not present a hazardous or otherwise unsafe

condition to those occupying a premise.

RESPONDENT'

Brian Bub

WITNESS:

Denise Smith

Arizona Corporation Commission ("Commission")
Fortis Inc. ("Fortis")
Tucson Electric Power Company ("TEP")
UNS Energy Corporation ("UNS")

UniSource Energy Services ("UES")
UniSou.rce Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric" Ur the "Company")
UNS Gas, Inc. ii&uns Gas")
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ATTACHMENT CA-2

UNS ELECTRIC INC.'S RESPONSE TO STAFF'S FOURTEENTH SET DF DATA
REQUESTS REGARDING THE 201s UNS ELECTRIC RATE CASE

DOCKET NO. E-04204-15-0142
September 28, 2015

Section 12: Termination of Service

STF 14.14

In how many instances during the past 3 years has UNSE had a customer with a life-sustaining

medical device or medical condition that warrants continuous electrical service been delinquent

on bill payments for three (or more) months?

RESPONSE:

UNS Electric does not have records to adequately answer the question over the last three years.

However, currently, there are approximately 561 active accounts with a life-sustaining medical

device or medical condition that warrants continuous electrical service. Of those, nine accounts

are in arrears 90 days or more.

RESPONDENT:

Brian Bub

WITNESS:

Denise Smith

z

Arizona Corporation Commission ("Commission")
Fortis Inc. ("Fortis")
Tucson Electric Power Company ("TEP")
UNS Energy Corporation ("UNS")

UniSource Energy Services ("UES")
UniSource Energy Development Company ("UED")
UNS Electric, Inc. ("UNS Electric" or the "Company")
UNS Gas, Inc. ("UNS Gas")
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DOCKET no. E-04204A.-5-0142

My surrebuttal testimony addresses the rebuttal testimony of UNS Electric, Inc.'s witness Denise
Smith regarding the Company's proposed changes to its Rules and Regulations. Staff makes the
following recommendations:

E
Staff does not recommend approval of UNSI8's proposal to revise Subsection

3.B.1.a. of its Rules and Regulations.

Staff recommends approval of  UnSEe's proposed rev isions to Staf f 's initial

recommendations regarding Subsections 4.A.6 and 11.L.2.

Staff recommends approval of UNSE proposed Subsection 12.H except amt the

language should not apply to customers having 2 medical dev ice or medical

condition. Therefore, Staff recommends that UNSE revise the proposed language in

12.1-1 to specify that customers having a median device or medical condition would

not be eligible to participate in current limitation.

Staff recommends that UNSE work with Staff to develop a customer agreement for

current Iimitadon.

ill l ll
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Surrebuttal Testimony of Candrea Allen
Docket No. E-04204A-I 5-0142
Page 1

1 INTRODUCTION

2 Q. Please state your name and business address.

3 A.

4

My name is Candrea Allen. My business address is 1200 West Washington Street, Phoenix,

Arizona 85007.

5

6 Q. By whom are you employed and in what capacity?

7 A.

8

I am employed by the Aiizzona Corporation Commission ("Commission") in the Utilities

Division ("St2fF') as a Public Utilities Analyst.

9

10 Q- Have you previously filed testimony in this docket?

11 A.

12

Yes. I f iled direct testimony regarding the proposed changes to UNS Electric, Inc.'s

("UNSI8" or "Company") Rules and Regulations.

13

14 Q. What is the scope of your surrebuttal testimony in this case?

15 A.

16

My surrebuttal testimony addresses the rebuttal tesdrnony of UNSE witness Denise Smith

regarding the Company's Rules and Regulations.

17

18 SURREBUTTAL TESTIMONY

19 Q.

20

21 A.

22

Are there any items in the UNSE Rate Case application that you did not address in

Direct Testimony that you wish to address now?

Yes. Staff inadvertency omitted discussion regarding UNSE's proposed changes to Section

Establishment o[Senfice Subsection B - Deposits of its Rules and Regulations. This3_

23 was an unintentional oversight.

24

nu l ll Illlllllw
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1 Q- What changes are being proposed to Section 3 of UNSE's Rules and Regulations?

2 A.

3

UNSE is proposing to delete language regarding customer deposits from Section 3.B.1.a

which currently reads:

4

5

6

7

8

The Applicant has had service of a comparable nature with the

Company within the past two (2) years and was not delinquent in

payment more than twice during the last twelve (12) consecutive

months of service or was not disconnected for nonpayment. [Emphasis

9 added.]

10

11 UNSE is proposing to remove the words morethan from the sentence.

12

13 Q. Does Staff agree with UNSE's proposed revision? i

14 A.

15
Staff

16
r
r
t
2
l
I 17

No. The current language in Subsection 3.B.1.a. of UNSE's Rules and Regulations is the

precise language from Arizona Administrative Code ("A.A.C.") R14-2-203.B.1.a.

believes that removing the words more than from UnSEe's current language would be

inconsistent with A.A.C. R14-Z~203.B.1.a. Therefore, Staff does not recommend approval of

18 UNSE's proposed revision to Section 3.

19

20

21 Q»

22

Response to UNSE Rebuttal Tesninony

Does Staff  agree with the modif ications UNSE is proposing to Staffs initial

recommendations regarding Subsections 4.A.6 and 11.L.2?

23 A. Yes. Staff believes that UNSE's proposed modifications to Staffs initial recommendations to

24 Subsections 4.A.6 and 11.L.2 are appropriate and add clarity.

25

1]-I | I !l HHWWII i l l | l HHHII\lllIH l
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Docket No. E-04204A~15-0142
Page 3

I Q. What is UNSE's proposal regarding Subsection 12.1-I?

2 A. UNSE is proposing to add Subsection 12.H which reads:

3

4

5

In the event a Customer provides the Company with documentation

certifying that the Customer depends on electricity to power a life-

sustaining medical device or if  a Customer's medical condition

6 warrants continuous electrical service and the Customer accumulates

7

8

9

10

debt equivalent to a three (3) month bill, in lieu of disconnection of

service, the Company may limit the amount of current flowing into the

premises to operate medical devices and basic appliances, such as

refrigeration, water supply, lighting and small motors in the heating

11 system.

12

13 Q.

14

Does Staff believe its recommendation regarding UNSE's proposed language in

Subsection 12.H needs to be modified for clarificatioN?

15 A. Yes.

16 cc

According to UNSE witness Denise Smith's rebuttal testimony, the proposed language

...would not necessarily be used only for customers with medical device alerts." Staff
,
I

17 believes that its recommendation should be modified for clarification regarding whom

18 the proposed language should apply.

19

20 Q. What was Staf fs recommendation regarding the proposed language in Subsection

21 12.H?

22 A.

23

24

25

26

Initially, Staff did not recommend approval of UNSE's proposed language. Staff was, and

continues to be, concerned that limiting the amount of electricity to a customer that requires

electricity to power life-sustaining medical devises or if a customer's medical condition

warrants continuous service could potentially have a significant negative impact on the health

of a customer. In addition, as stated in my direct testimony, UNSE has stated that of die

\ll
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1

2

3

4

5

6

7

approximately 560 customers with a life-sustaining medical device or medical condition that

warrant continuous electrical service, only nine of the accounts had been delinquent for 90

days or more, as of September 2015. In response to additional data requests, UNSE

indicated that, as of February 14, 2016, there was a total of 555 customers wide a life-

sustaining medical device or medical condition that warrant continuous electrical service and,

of those, 14 accounts had been delinquent for 90 or more days. The total amount in arrears

and owed by these 14 accounts as of that date was approximately $4,765.

8

9

10
I

11

12

Based on this information, Staff continues to believe that, though the number of accounts in

arrears has increased, this represents an insignificant number of UNSE's total customers and

does not believe that UNSE has demonstrated a valid need to implement its proposed current

limitation for customers having a medical device or medical condition.

13

14

15

Further, the rebuttal testimony of Denise Smidge states that customers with a medical device

or medical condition would have their current limited in lieu of service disconnection.

16

17

18

i
19

However, Staff notes that A.A.C. R14-2-211.A.5. specifies the conditions in which a utility

shall not terminate service where the customer has the inability to pay and a) "[t]he customer

can establish through medical documentation that, in the opinion of a licensed medical

physician, termination would be especially dangerous to the health of a customer or

20
r
1 21

permanent resident residing on the customer's premises, or b) Life supporting equipment

used in the home that is dependent on utility service for operation of such apparatus..."

i
22

1

23

24

25

Staff believes that UNSE's proposed language is inconsistent with A.A.C. R14-2-21LA.5

regarding customers hav ing a medical dev ice or medical condition as it pertains to

termination of service. Therefore, Staff does not recommend that the proposed language

26 should apply to customers having medical device or medical condition.

ll
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1 Q.

2

What is Staffs recommendation regarding the proposed changes to Subsection 12.H

regarding all other UNSE customers?

3

4

Staff believes that UNSE's proposed language could apply to all other customers in lieu of

disconnection of service. After discussions with UNSE witness Denise Smith, Staff was able

5

6

7

to get a more detailed understanding as to how the proposed electricity current limitation

would operate. Wide this additional information, Staff believes that the option to limit the

amount of current in lieu of disconnection could be a better option for some customers.

8

9

10

However,  Staf f  bel ieves that UNSE should prov ide each customer,  or customer

representative, with a written agreement which details how time current limitation would

11

12

operate. Staff believes this agreement would ensure that the customer fully understands the

specific terms of how the current limitation would operate. The agreement should include, at

13

14

15

16

a minimum, the following infonnation:

Explanation of what current limitation is;

Specification that customers or permanent resident at the customer's premises

identified as having a medical device or medical condition or are not eligible for

17 current limitation;

18 How current limitation operates (i.e., if a device is placed on the meter, a new meter

19

20

21

22

setting on a current meter, etc),

The app1iaf1ce(s) and/or Extu_te(s) that would and would not continue to operate

normally with the current limitation;

Explanation of what happens to the appliance(s)/fixture(s) should the set current

23 amount be exceeded;

24

25

Actions the customer is required to take shod the set current amount be exceeded

(i.e., resetting of a breaker box, resetting the device on the meter, etc.);

I
r
I
I
I

H
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1

2

A statement indicating that the current limitation would continue until the customer

becomes current on bill payments (as determined by the length of a deferred payment

3

4

plan); and

Notzijication that the customer is required to update any changes regarding electricity

5 needs.

6

7

8

9

10

Each individual item included in the agreement should be initialed by the customer, or

customer representative, to acknowledge being read and understood, and the agreement

should be signed and dated by the customer, or customer representative. Staff recommends

that the Company work with Staff to develop the customer agreement.

11

12 SUMMARY OF RECOMMENDATIONS

13 Q. Please summarize Staffs recommendations.

14 A. Staff makes the following recommendations:

15 Staff does not recommend approval of UNSE's proposal to revise Subsection 3.B.1.a.

16

17

18

of its Rules and Regulations.

Staf f  recommends approval of  UNSE's proposed rev isions to Staf f 's initial

recommendations regarding Subsections 4.A.6 and 11.L.2.

19

20

21

22

23

Staff recommends approval of UNSE's proposed language to Subsection 12.H except

for customers having a medical device or medical condition.

Staff recommends that UNSE revise its proposed language to Subsection 12.1-1 to

exclude customers having a medical device or medical condition.

Staff recommends that UNSE work with Staff to develop a customer agreement for

24 current limitation.

25

26

elul
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1 Staff recommends that UNSE work with Staff to develop a customer agreement for

2 current limitation.

3

4 Q. Does this conclude your surrebuttal testimony?

5 A. Yes, it does.

l l

llllllll
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DOCKET no. E-04204A-15-0142

My Surrebuttal Testimony will address the estimated financial net savings or net costs in
purchasing or leasing a rooftop solar system from a typical UNS Electric, Inc. ("UNSE" or
"Company") residential customer's perspective. I provide a comparison of the net savings and
net costs for a customer considering solar based on four different rate designs, namely, the
Company's current effective Residential Service rate schedule ("E§dsting RES-01"), the
Company's proposed Residential Service Demand rate schedule in its Application ("Company
Original Proposed RES-01 Demand"), the Company's proposed Residential Service Demand
Time-of-Use rate schedule in its Application ("Company Original Proposed RES-01 TOU
Demand"), and the revised Residential Service Demand Time-of-Use rate schedule in the
Company's Rebuttal Testimony ("Company Rebuttal RES-01 TOU Demand").

I

1

I

By modeling the bill savings under four different rate designs, Staff intends to demonstrate
that with die Company Rebuttal RES-01 TOU Demand customers can achieve a reasonable
Internal Rate of Return ("IRR") when purchasing a rooftop solar system, which makes it a
financially feasible investment. With an annual future utility rate escalation of 2.5 percent, the
IRes can reach 8.10 percent and 7.64 percent, respectively, for an Average Customer and a Large
Customer. This level of IRR is higher than the annual retune on a 10-year Treasury Bond ("10-
year T-Bond"), which is generally accepted as the discount rate for long-term investment. The
IRes are slightly higher than the recent 10~year (2006-2015) average annual return on the Standard
& Poor's 500 ("S&P 500"). In addition, the IRes are higher than mortgage rates for all three
electric escalation scenarios shown in this testimony. My preliminary analysis shows that
purchasing a rooftop solar system would still be an economically viable choice wide the adoption
of the Company Rebuttal 11135401 TOU Demand rate schedule. Nevertheless, the pace of rooftop
solar installations would be expected to be reduced, at least temporarily, if Company Rebuttal
RES-01 TOU Demand is adopted, all else being constant.

s
4
I
i
s

I
i

;
I
9

?

1

4
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1 INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3 A.

4

5

My name is Yuh Liu. I am a Public Utilities Analyst III employed by the Arizona Corporation

Commission ("Colnmission") in the Utilities Division ("StafF'). My business address is 1200

West Washington Street, Phoenix, Arizona 85007.

6

7 Q. Please describe your educational background and professional experience.

8 A.

9
i

10

ii
12

13

14

In 2013, I graduated with high distinction from the University of Minnesota, receiving a

Bachelor of Arts degree in economics, mathematics and statistics. In 2014, after working as an

investment-banking analyst for one year, I enrolled in the graduate program in statistics at the

University of California Berkeley and received a Master of Arts degree in 2015. Before joining

the Commission in December 2015, worked on several research projects ofvaNous disciplines

as a statistical consultant, offering clients advisory services on experimental designs, sampling

methodologies, data analytics and statistical inferences.

15

16 Q.

A.

Briefly describe your responsibilities as a Public Utilities Analyst III.

17

18

In my capacity as a Public Utilities Analyst III, I have been assigned to analyze and provide

recomznendadons to the Commission on assigned cases. This is My first proceeding as a Public

19 Utilities Analyst with the Commission.

20

21 Q. Did you file Direct Testimony in this proceeding?

22 A. No.

23

24 Q. What is the scope of your testimony in this case?

25 A.

26

I provide estimates of financial net savings and net costs in purchasing or leasing a rooftop

solar system from the perspective of a typical UNS Electric, Inc. ("UNSE" "Compally")o r
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1 residential customer using a bill and solar cost estimation model I sponsor herein. Among

2

3
+

i

4 1

5

6

7

8

E

E
I

i

9
;

10

11

other things, I provide a comparison of die net savings and net costs for a customer considering

solar based on four different rate designs, namely, the Company's current effective Residential

Service rate schedule ("l8xisting RES-01"), die Company's proposed Residential Service

Demand rate schedule in its Application ("Company Original Proposed RES-01 Demand"),

the Company's proposed Residential Service Demand Time-of~Use rate schedule in its

Application ("Company Original Proposed RES~01 TOU Demand"), and the rev ised

Residential Service Demand Time-of-Use rate schedule in the Company's Rebuttal Testimonyl

("Company Rebuttal RES-01 TOU Demand"). I also performed a sensitivity analysis to

examine the impacts of potential new solar incentives on the cost effectiveness of Distributed

Generation ("DG") solar for residential customers.

8
I

l
12

:
1
*
i
i
§

f

13 Q~ 4
1
i
i

14

Have you reviewed direct and rebuttal testimony submitted by the various parties in

this case as it relates to the subject matter of your Surrebuttal Testimony?

15 A. Yes. My reviews included testimony from DG solar industry representatives and associations i;
16 which intervened in this case.

1

17

1

18 »

|

19

!
i

i
E

20
i

*

21

22

23

24

The DG solar industry interveners are opposed to demand kW rates due, in part, to concern

for the future viability of their DG solar business rnodel(s) which appear to now be at a

crossroads as electric utilities such as UNSE propose significant rate design changes to address

dieir various concerns. However, the DG solar industry has not introduced into this case any

of its business models, yet it is well-known that residential customers are provided with a

detailed electric rate savings analysis that is compared to the various cost of purchase or leasing

DG solar at the time a customer considers a DG solar purchase. To address these concerns,

*]ones, Rebuttal Exhibit CI\I~R-4, page 4 of 7.

I | |
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i
I
l
I\

i
4
l

1 Staff witness, Mr. Broderick, tasked me with preparation of the analysis I discuss in my
i

:
i

2

3

testimony.
9
E
9

:

i

l

|

4 BILL ESTIMATION AND SOLAR COST MODEL AND ASSUMPTIONS
5
I

How was the bill estimation and solar cost model established?
*

5 Q.

6 A.

|
i

I
E

I

7

8

s

i

l
E

I

1
l

E
I

I

9

10

i
g
iI

11
!
E

!
I

12

On January 6, 2016, Staff issued a data request to Arizona Public Service Company ("APS")

and The Alliance for Solar Choice ("TASC") requesting a spreadsheet template which

quantitatively captures from a residential customer's perspective the typical financial net savings

or net costs of purchasing or leasing a rooftop solar system. APS responded with an

model including relevant inputs and assumptions. TASC objected and did not provide any

analysis at that time. Staff then forwarded the APS model to both UNSE and TASC requested

their reactions and suggestions for improving the model.

13

*.

s

I

I

l
t

:
I
I

!
I

E

14
I

l

:

i
I
I
I

15

16

17

3
I
s
1

18
3
l
i

I

19

The final model used in Staffs surrebuttal testimony was based on the initial APS model and

augmented by relevant revisions and improvements from incorporation of UNSE and TASC

input and Staffs internal review and best judgment. Staff is grateful to APS, UNSE and TASC

for their thoughtful and useful assistance. The raw information regarding implementation of

three pan rates provided by APS and UNSE generally showed DG solar as cost effective for

customers; whereas, TASC estimated DG solar as less cost effective. UNSE provided its input

20 on February 1, 2016 and TASC on February S, 2016.

21

22 The model used here should be viewed as Staffs model for which it is responsible. Staff is

confident in the relative DG solar cost effectiveness demonstrated under die various rate23

24 options presented herein. Staff acknowledges there is uncertainty concerning the input

25 assumptions and, therefore, in the absolute values of the resulting estimations.

26

|

Ill
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1 Q. Has Staff used such an approach or model before?

2 A.
1

3

4 I
5

No. And, we are not aware of it being used by any other state. However, we believe it adds an

important new dimension to the analysis of rooftop solar and financial considerations of

customers who are or may become DG customers. We are continuing to evaluate the model

and will on an ongoing basis look for any ways the model can be improved.

6

7 Q.

8

What are the key assumptions used in modeling the net savings or net costs in

purchasing or leasing a rooftop solar system?

9 A.

10

11

12

13

The initial assumptions include the 1) solar system size (kW-DC); 2) solar system conversion

factor (kph~Ac/kw-Dc); 3) seasonal shaping of solar generation; 4) solar off-setting load at

time of generation; 5) a typical residential customer k\xyh and kW before solar by season; 6)

related taxes and fees; 7) solar purchase cost (Se/kw-Dc); and 8) applicable federal and state

investment credits. The numerical values of those assumptions are listed in Schedule YL-1 .

14

15 Q. Please discuss each key necessary assumption starting with the customer's solar system

16 size (kw.Dc).

17 A.

18

19

20

21

22

For this assumption, Staff utilized UnSEe's response to Staff data requests for the average

residential customer and Schedule H-4, Page 1 of 22, data for the large residential customer

assuming a 90 percent offset of a customer's energy. This means the customer's DG solar

system generates 90 percent of its energy requirement. UNSE assumed 100 percent and TASC

assumed 80 percent. Staff selected the midpoint of 90 percent, resulting in 4.77 kW and 6.86

kW system sizes, respectively, for average and large customers.

23

2 Staff tO UNSE 29.1
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1 Q. What is the solar system conversion factor (kph-Ac/kw-Dc) P

2 A.

3

4

5

6

That assumption represents the energy kph generation estimate per kw. UNSE provided

1,800 kph annually per one kw. UNSE provided 1,800 based on Tucson and TASC provided

1,698 based on Flagstaff using the National Renewable Energy Laboratory's ("NREL") System

Advisor Model. This assumption is also used in the formula for the customer's solar system

size as described above. Staff selected the UNSE provided amount based on the NREL Tucson

i

E

1

1
{

I

7 area data.

8

9 Q~ Why did you use NREL's Tucson area data?

10 A.

11

12

13

14

15i
|

E
8
1 16l
i

17

18

19

20

21

NREL has data covering several areas in Arizona. In responses to Staff data requests, the

Company (Staff to UNSE 291) and TASC (email response) used Tucson and Flagstaff area

data, respectively. Flagstaff is on a similar latitude as the Company's major service territory

(Kinsman and Lake Havasu City). However, Flagstaff has a much higher elevation (6,910 feet)

compared to Kinsman (3,333 feet), Lake Havasu City (735 feet) and Nogales (3,832 feet). Thus,

the electricity consumption and weather characteristics are quite different in Flagstaff compared

to the Company's service territory. Flagstaff would have higher winter electricity consumption

for customers with electric heating) and lower summer consumption (little to no air

conditioning requirement) as compared to Tucson which Staff concluded would introduce a

potential for bias as a key characteristic of DG solar is the carryover of banked electricity into

higher tariff summer periods, at least under Staff's analyses of scenarios which continue the

existing net metering. Staff concluded the bias would be in the direction of reducing the

financial atttacdveness of DG solar to residential customers. Tucson has an elevation of 2,64322

23

24

feet and its latitude is between Nogales and Mohave County, which makes it a better proxy for

the Company's service territory than Flagstaff. Recency, Staff became aware that NREL has

|
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1 useful data for other Arizona communities but time did not emit its use in this surrebuttala P

2 testimony.

3

4 Q. What did you assume for seasonal shaping of solar generation?

5 A.

6

Seasonal shaping is each season's average monthly DG solar generation as a percentage of the

monday average DG solar generation. UNSE provided a 105 percent summer to annual solar

7 generation percentage and a 95 percent winter to annual solar generation percentage. TASC

8

9

provided 110 percent and 90 percent, respectively, for summer and winter. Staff selected die

UNSE provided percentages.

10

11 Q. What is solar off-setting load at time of generation? 4

12

13

A.
2

|

14

15

16

17

18

Solar off-setting load at time of generation represents the percentage of a customer's solar

production which is self-consumed at the time of generation. The balance, then, is exported.

UNSE provided a summer percentage of 44 percent and winter percentage of 37 percent.

TASC provided 44 percent and 34 percent, respectively. Staff selected UNSE's assumption.

Stated alternatively, UNSE assumed that 56 percent of solar generation in summer is exported

and 63 percent is exported in winter. This assumption is obviously important to the estimated

value of solar exports in die various tariff scenarios.

19

20 Q. What is customer load before solar by season?

21 A.

22

This is the UNSE provided customer load profile data for the average customer. Staff pro-

rata scaled dis data for the large customer.

23

3 Others induce Phoenix, Scottsdale, Kinsman, Prescott, and etc.

Ill



ll ll

1

Surrebuttal Testimony of Yuh Liu
Docket No. E-04204A-15-0142
Page 7

1 Q. What is On-peak solar generation?

2 A.

3

4

5

Of the total solar generation, this assumption represents the percentage occurring by season

for die ()n~peak tariff periods in the tariff analyses. UNSE provided 22 percent On-peak and

5 percent On-peak for summer and winter, respectively. TASC provided similar figures, which

are 20 percent and 7 percent, respectively. Staff selected the UNSE provided percentages.

6

7 Q. What is the solar purchase cost assumption ($/kW-DC)?

8 A.

9

10

This assumption is the installed purchase price to the customer. UNSE provided a cost of

182,500 per kW and TASC provided $3,000 per kw. Staff selected $2,750 as a midpoint

assumption.

11

12 Q. What are the taxes, fees and investment tax credit assumptions?

13 A.

14

15

16

17

These assumptions relate to applicable avoidable taxes on electric bills and applicable

investment tax credits. UNSE provided 10 percent as the percentage of taxes and government

fees. TASC provided 0.87 percent. Staff selected the UNSE provided percentage. All parties

agreed on the assumptions on federal investment tax credit and Arizona residential solar tax

credit provided in Schedde YL-1 .

18

19 Q. Please provide more information on the two types of residential customers examined

20 in your analyses as depicted in YL-2.

21 A.

22

23

24

25

26

Two types of customers axe used in the bill saving model, an Average Customer and a Large

Customer. An Average Customer has a pre-DG solar monthly kph usage of 795, which is the

mean monday kph usage based on a sample of 2,309 UNSE non-DG residential customers.

A Large Customer has a pre-DG solar monthly k'Gvh usage of 1,144, which is the "Large

Customer" monthly kph defined in Schedule H-4 of the Company's Application for customers

Odder characteristics of a Large Customer are adjustedunder the existing RES-01.

al l l l l
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I

l

i
i

gI
I

1

2

3

proportionally to those of an Average Customer in the model. The list of the numeric values

is shown in Schedule YL-2. Large Customers are modeled because the Company indicated drat

customers who installed DG tend to have higher consumption on average.

4

5 Q. Lastly, what assumptions are made on Net Energy Metering (NEM)?

6 A.

7

8

9

10

11

12

13

Under the Existing RES-01 and Company Rebuttal RES-01 TOU Demand, die current

effective NEM is assumed, with banldng and rollover for excess generation. For modeling

purposes, the accumulated excess generation is represented as an average credit spread over all

months, and the excess generation banked during the winter months is assumed to evenly offset

summer months' energy usage. The year-end balance of excess generation is paid out to

customers at the Company's current effective Market Cost of Comparable Conventional

Generation ("MCCCG") of $083003 per kph used in Existing RES-01 and $003697 per kph

used in Company Rebuttal RES-01 TOU Demand.

14

15

16

17

18

19

Under the Company Original Proposed RBS-01 Demand and Company Original Proposed

RES-01 TOU Demand, the proposed NEM alternative in the Company's Application is

assumed. With the proposed NEM alternative, no banking or rollover for excess generation is

allowed, and all exported electricity from a customer to the Company is paid out each month

to the customer at a rate of 80.00584 per kph.

20

21 RESULTS AND COMPARISON

22 Q. What evaluation measures did you select for purchasing a rooftop solar system?

23 A.

24

25

26

In order to evaluate the purchasing option, the simple payback and the Internal Rate of Return

("IRR") measures were selected. The purpose of using those two measures is to capture the

total financial impact of purchasing a rooftop solar system, by evaluating bill savings together

with system capital cost recovery.

lllI l
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Q. What are the resulting simple paybacks?

summarizes the resulting simple paybacks for an Average Customer and a Large Customer.

the cost of purchasing a rooftop solar system through bill savings. Table 1 below

Simple payback is a straightforward measure of how many years a customer needs to recover

Existing RES-01

Company Oneal Proposed RES 01 Demand

Company Original Proposed RES-01 TOU Demand |
-.. . .A 4.1
. 'E"w..? '..~i=*3'§l*=-̀4=..>4431 .: ».
: .- - v . -»~..=.

I3i»é1=u4wn~¢¥; . . "'*i>

_ Simple Payback (Years) _

Average Customer Large Customer

./

15.0
.

14.4

9.2

'w . . re

/'.

14.9

15.5

9.2

-

_ 1u-.1

7 Table 1: Resulting Simple Paybacks

8

9 The results suggest that, under the Existing RES-01, both the Average Customer and Large

10 Customer can achieve a better simple payback. However, with the Company Rebuttal RES-01

11 TOU Demand, both customers have effective improvement in terms of simple payback, as

12 compared to the Company Original Proposed RES-01 Demand and Company Original

|

I
I

13 Proposed RES-01 Demand.

14

15 Q. What is the fionnula of the IRR?

1
I
|

16 A. The IR.R is a financial memlc used to evaluate the pro5tabilit'y of any potential investments.

17 The IRR is a discount rate that snakes the net present value ("NPV") of all cash Hows from a

18 particular investment equal to zero. In the bill saving model, the IRR is calculated based on

19 the formula below:

20 NPV 0 $1 52° - - - .04 $z0
_ - G: + 1+1RR+(1+1RR)2+ +(1+mR)2° 9

ll
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1 S20 are'a

2

where Co is the total cost of purchasing the rooftop solar system, and SI, S2,

..., 20 after the rooftop solar system isthe annual bill savings during the period of year 1, 2,

3 installed.

4

5 Q.
\a

6

Why is the IRR used to evaluate a customer's investment decision in purchasing the

rooftop solar system?

7 A.

8

9

10
E

I

i

11

12

13

14

15

16

17

Staff is using the IRR because, unlike the NPV, it does not make a numerical assumption

regarding discount rate. Given different perspectives on discount rates for various customers,

using the IRR simplifies the evaluation. Generally speaking, the higher an investment's IRR,

the more desirable it is to undenalce the investment from the customer's perspective. Thus,

the IRR can be used tO rank multiple potential investments. In the bill saving model, the IRR

provides an effective comparison for the financial feasibility of investing in a rooftop solar

system under the four rate designs. Moreover, the IRR can also be compared against the

prevailing rate of return in the securities market or accepted discount rate which are reference

points for customers. For a customer considering an 'investment in a rooftop solar system, if

die IRR for the investment is higher than his/her (publicly unlsmown) but accepted discount

rate, the investment is economically viable.

18

19 Q. Are there additional assumptions in calculating the IRR?

20 A.

21

22

Yes. An annual DG solar degradation rate of 0.25 percent and a lifespan of 20 years are

assumed for the solar system. Moreover, in order to perform a sensitivity analysis, three levels

of annual future utility rate escalation are assumed: 0 percent, 1.5 percent and 2.5 percent.

23

24 Q. How does the change of those assumptions affect the resulting IRes?

25 A.

26

The change of assumptions on annual degradation rate and annual future utility rate escalation

will affect the numeric values of the resulting IRes. However, the relative ranking among the

H M IIINII Illlu ll_\ ll ll |
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1 four rate designs should be unchanged and accurate, which is the reason why the IRR is used

2 here as an evaluation measure. Table 2 and Table 3 illustrate the unchanged rankings among

3 the four rate designs with the various assumptions of utility rate escalation.

4

5 Q. What are the resulting IRes for an Average Customer?

6 A. The resiting IRes for an Average Customer under the four rate designs with three levels of

7 utility rate escalation are summarized in Table 2 below:

8

0.00%

IRR (°/0),

150°/o 2.50%

10.14% 11 .09°/o

4.52% 5.44°/o

Utility Rate Escalation .

E==i°'i°8 RES-01 l 8.72%

C°mp21==yO==ia»it==\lPf°i>°s°d Rss-01 Drama 3 13%
Qom L q. y O d.Prop9sed RBS-01 TOU Demand 2.'71%

J3ennu»a¢I

4.09%

=  »
5.01 %

_;. 8;

9 Table 2: Resiting IRes for an Average Customer
i

10 From the table above, it can be observed that an Average Customer is better off under the
i
I

11 Company Rebuttal RES-01 TOU Demand compared to the Company Original Proposed RES-

12 01 Demand and Company Original Proposed RES-01 TOU Demand. Even though the IRR

13 is lower compared to the IRR under the Elsdsting RES-01, with the Company Rebuttal RES-01

14 TOU Demand purchasing a rooftop solar system is still an economically viable investment,

15 especially when a high utility rate escalation is expected.
I

i
|

16

17 Q. What are the resulting IRes for a Large Customer?

18 A. The resulting IRes for a Large Customer under the four rate designs with three levels of utility

19 rate escalation are summarized in Table 3 below:

20

Utility Rate Escalation

Existing RES-01 _ _

Company 0n8gn21 Proposed RES-01 Demand
-

0.00%

8.69°/o

2.74%

IRR (%)
1.50%

10.11%
_4.1z%

2.50%
11.06%
_5.03%

I | | ll | ll
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8 0

Coaunpany 0:i9n41 Proposed RES-01 TOU Dennsuad __ _
*::.= . §- ,,4=.*= '  . }  n n  a t *

2.32%
831*/i

3.70%

. 15.73%

4.61%

7"64%""

1 Table 3: Resulting IRes for a Large Customer

2

3 The resul ts i l lust rated in the above table for a Large Customer are simi lar to the resul ts shown

4 i n  Table 2 for an Average Customer.

5

6 Q.

7

Can you provide a prevailing rate of remen in the securities market or a generally

accepted discount rate for comparison purposes?

8 A.

9

10

11

12

13

14

15

16

17

Yes.  The Standard & Poor's 500 ("S&P 500") is an American stock market  index based on the

m arke t  cap i t a l i za t i ons  o f  500  l a rge  com pan i es  w i t h  com m on  s t ock  l i s t ed  on  t he  N YSE o r

NASDAQ.  The S8cP 500 has a  d i verse const i t uency and i s  w ide l y  cons idered as one o f  t he

best  representat ions of  the U.S.  stock market  and the U.S.  economy.  Therefore,  the return on

the S&P 500 can be used as a prevai l ing rate of  return in the securi t ies market .  In addi t ion,  the

returns on a 3~month Treasury Bi l l  ("3~month T-Bi1l ") and a 10-year Treasury Bond ("10~year

T -Bond" )  a re  genera l l y  accep t ed  d i scoun t  ra t es  f o r  l ong  t e rm  and  shor t  t e rm  i nves t m ent s ,

respect ively.  Table 4 below summarizes the geomet r ic  averages of  the annual  returns on the

S8cP  500 ,  t he  3~m ont h  T -B i l l  and  t he  10 -year  T -Bond  f o r  t h ree  d i f f e ren t  m c  per i ods .  The

raw da ta  o f  annua l  re t u rns  da t i ng  1928 -  2015 was re t r i eved  f rom Dr .  Aswan Damodaran ' s

18

19

onl ine database (ht tp: /  /_pages.stern.nyu.edu_/~adamodar/).  D r .  Damodaran  i s  a  P ro f essor  o f

F i nance  a t  t he  S t em  Schoo l  o f  Bus i ness  a t  New York  Un i ve rs i t y .  The  raw  da t a  i s  l i s t ed  i n
I

I

20 Schedule YL-2.
I

21

1 - 1 1  l l  I l llllll ll
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S&P 500 3-month T-Bill 10-year T-Bond

1928-2015 9.50% 5.45% 4.96%

1966-2015 9.61% 4.92% 6.71%

7.25% 1.I49/<1 . 4.71%2006"2015

1 Table 4: Geometric Averages of the Arunual Returns

2

3 Q. Are there any other prevailing discount rates that can be used for comparison purposes?

4 A.

5

6

7

8

9

10

Mortgage rate is another widely used prevailing discount rate. The Primary Mortgage Market

Survey ("PMMS") results provided by Freddie Mac are presented in this surrebuttal testimony.

Through the PMMS, Freddie Mac surveys lenders each week on the rates, fees and points for

the most popular mortgage products. Three types of mortgage products will be shown, namely

30-Year Fixed-Rate Mortgages ("30-Yr FRM"), 15-Year Fixed-Rate Mortgages ("15-Yr FRM")

and 5-Year Adjustable-Rate Mortgages ("5/1-Yr ARM"). Table 5 below lists the average rates

of these three mortgage products for 2005-2015.

11

Average Rate (2005-2015)

30-Yr FRM

4.95%

Mortgage Products

15-YrFRM 5/1-Yr ARM

4.35% 4.25%

12 Table 5: Average Rates of Three Mortgage Products

13

14 Q. Please summarize your findings f rom your analysis.

15 A.

16

17

18

19

20

With an annual future utility rate escalation of 2.5 percent, the IRes can reach 8.10 percent and

7.64 percent, respectively, for an Average Customer and a Large Customer. This level of IRR

is relatively higher than the annual return on a 10-year T-Bond, which is generally accepted as

the discount rate for long-tenn investment. The IRes are slightly higher than the recent 10-

year (2006-2015) average annual return on the S&P 500. In addition, the eRRs are higher than

mortgage rates for all three electric escalation scenarios. Therefore, purchasing a rooftop solar
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1

2

3

4

system would still be an economically viable choice even with Me adoption of Company

Rebuttal RES-01 TOU Demand. Neverdmeless, Me pace of rooftop solar installations would

be expected to be reduced, at least temporarily, if Company Rebuttal RES-01 TOU Demand is

adopted, all else being constant,

5

6 Q.

7

Please explain the difference in the resulting IRes under the Existing RES-01 and the

Company Rebuttal RES-01 TOU Demand.

8 A.

9

10

11

12

With the same assumptions of rooftop solar system cost, degradation rate and annual future

utility rate escalation, the difference in time resulting IRes under the above-mentioned two rate

designs is mainly due to the variation in the annual bill savings. Table 6 below summarizes due

monthly averagesaving results under the two rate designs for both an Average Customer and

a Large Customer.

13

14
Monthly Average Bills

Before Solar After Solar15 Credit tor Excess
Geflefgti0n

16 Average
Customer

Existing RES-01 $93.13 $18.64 $0

17 Company Rebuttal RES-
01 TOU Demand

$108.37 $49.61 $0.67

18
Large

Customer
Existing RES-01 $132.88 $21.96 $0

19
Company Rebuttal RES-
01 TOU Demand

$148.74 $64.24 $0.98

20

21

22

23

24

25

26

Table 6: Monthly Average Savings Summary

From Table 6, we can observe that, for an Average Customer, the amount of monthly average

savings under the Company Rebuttal RES-01 TOU Demand is $15.06 lower than that under

the Existing RES-01. Moreover, the reduction in monthly average savings is $25.44 for a Large

Customer. In addition, the monthly Basic Service Charge is $10 and $15 under the Existin

RES-01 and the Company Rebuttal RES~01 TOU Demand, respectively. This $5 increase in

I

I - |
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1

2

3

4

5

Basic Service Charge would be applied to all residential customers, so it has been excluded from

the reduction in monthly average savings. Therefore, the reduction in monthly average savings

is $10.06 and $20.44, respectively, for an Average Customer and a Large Customer. The

reduction represents 20.28 percent and 31.82 percent of the monthly after-solar average bill

under the Company Rebuttal RES-01 TOU Demand for an Average and a large Customer,

6 respectively.

7

8 Q.

9

What is the impact on the resulting simple paybacks or IRes under the Company

Rebuttal RES-01 TOU Demand if new so incentives are temporarily oHIered to

10 residential customers?

11 A.

12

13

14

15

17

16 E
E
I

18

With solar incentives, the cost of purchasing a rooftop solar system will be reduced for

a residential customer. The cost plays a very critical role in calculating simple payback

and the IRR as suggested by die formulas. Thus with lower cost, the resulting simple

paybacks and the IRes will improve signif icantly. In order to evaluate those impacts

quantitatively, a sensitivity analysis is performed to capture the impacts with different levels of

solar incentives. With the assumptions of 0.25 percent annual degradation rate and 2.5 percent

annual future utility rate escalation, the resulting simple paybacks and IRes under the Company

Rebu RES~01 TOU Demand for different levels of solar incentives are summarized in Table

19 7 below.

20
-

- an

Solar Incentives
9

21 -

22

23

Avenge
Customer

Large
Customer

Simple Paybacks (Years)

Simple Paybacks (Years)

5%
10.6

946% -
11.0

8.64%

10%

9.6
10.38%

10.1
9.78%

15%
8.7

11.80%
9.1

1.1.10%.

2 0 %

7.8
13.48°/6

8.2
>12.65%

25%

6.9
15.52%

7.3
1 4 5 %

24 Table 7: Resulting Simple Paybacks and IRes with Different Levels of Solar Incentives

25



Surrebuttal Testimony of Yuh Liu
Docket No. E-04204A-15-0142
Page 16

1 It can be observed from Table 7 that the solar incentives offer both Average Customer and

2 Large Customer with shorer simple paybacks and greater IRes. Moreover, with 15 percent

3 solar incentives, both customers can achieve slightly better simple payback and IRR compared

4 to those under the Existing RES-01 .

5

6 Q . What are the net payoffs under the four rate designs if a customer chooses to lease a

7 rooftop so system?

8 A. $0.09/kWh is assumed as the rooftop solar system lease rate, and all parties agreed on this

9 assumption. The monthly average net payoffs under the four rate designs for both an Average

10 Customer and a Large Customer are summarized in Table 8 below. The parentheses in the
i

11 table indicate a net loss. i
I

12

Monthly Aver e Net Payoff
'Y Large Customer

*;ti§* ;,

E m f u n g n n s - 0 1
C v v n w n y o H w d ~ l p * ° p ° ° ° d R E S - 0 1  D e m a n d
cgumqpu I  - 3 - P 1 m p 9 s e d R E S - 0 1  T O U  D e m a n d

s s
$ s

h I

Avwlge Customer
1 0 . 1 0

(17.00)

9 9 )

18.26
(24.45)
(27.07)

13 T ab l e  8 :  M o n t h l y  A ver an g e  N e t  P ayo f f s  f o r  L eas i n g

14

15 Q. Please summarize your Endings from the modeling of the net payoffs for leasing a

16 rooftop solar system.

17 A. As Table 8 suggests, leasing a rooftop solar system is an econorrnbally viable option Ody under

18 the Existing RES-01 for both customers. However, those resulting net payoffs are based on

19 the assumption of zero utility rate escalation. With an assumption of 2.5 percent annual future

20 utility rate escalation, under the Company Rebuttal RES-01 TOU Demand, both customers

21 would start to have positive net payoffs in the Fifth year after they lease a rooftop solar system.

22 In order to further evaluate the leasing option for a residential customer under the Company

23 Rebuttal RES-01 TOU Demand, the NPV is analyzed to reflect the overall payoffs. In these

llllllll I'll ll l
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1

2

calculations a 20-year leasing tern is assumed and, moreover, a sensitivity analysis is performed

to illustrate the NPVs under different assumptions of discount rate. Table 9 below shows the

3 resulting NPVs.

4

NPV

4.71%Discount Rate

Average Customer

Large Customer

$1,335.07

$1,915,60

7.20%

$922.52

$1,323.05

5 Table 9: Resulting NPVs under the Company Rebuttal RES-01 TOU Demand

6

7

8

9

10

The resulting NPVs in Table 9 suggest both Average Customer and Large Customer can

achieve positive NPVs under different assumptions of discount rate. Thus, leasing in rooftop

solar system could still be economically viable under the Company Rebuttal RES-01 TOU

Demand in the long haul for residential customers.

11

12 Q. Does this conclude your Surrebuttal Testimony?

i

t

E
E

13 A. Yes, it does.

i

I

ill



Schedule YL-1

Key Assumptions

4.77
6.86

1800 (south orientation)

Solar system Size (kw-Dc)

Average Customer

Large Customer

Solar system conversion factor (kph-Ac/kw-Dc)
Seasonal shaping of solar generation

_ Summer
Winter

Solar off-setting load at time of generation

Summer ..-

105% of monthly average

95% of monthly average

Winter
44% of total solar kph

37% of total solar kph

See Schedule YL-2Customer load before solar by season

On-peak solar generation _
Summer
Winter

22% of total solar kph
5% of total solar kph

Customer on-peak load before solar

Summer
Winter

Taxes and government fees

Solar purchase cost ($/kW-DC)

Federal investment tax credit

Arizona residential solar tax credit
-

24% of total kph
26% of total kph

_ 10%

2,750

30%

$1,000

In l



Schedule YL-2

Customer Profiles

Average Customer Large Customer
I

Monthly kph

Solar system size kW-DC

Monthly kph - Summer

Monthly kph - Winter

On-peak kW - Summer
On-peak kW - Winter

On-peak kW offset - Summer

On-peak kW offset - Winter

795

4.77

935

66S

4.13

3.34

0.13

0

1,144

6.86

1,345

943

6

4.81

0.19

0

8

I3
5
I

i
I

I

|



Annual Returns on Investments in

Year S&P 500 3-month T-81'] ] I0-year T-Bond
1928 43. 81% 3. 0896 0. 84%
1929 8. 30% 3. 16% 4. 20%

1930 -25. 12% 4. 55% 4. 54%
1931 43. 84% 2.31% -2. 56%

1932 -8. 64% 1. 07% 8. 79%

1933 49. 98% 0. 96% 1. 86%

1934 -1. 19% 0. 32% 7. 96%

1935 46. 74% 0. lb% 4. 47%

1936 31,94% 0. 17% 5. 02%

1937 -35. 34% 0. 30% 1. 38%

1938 29. 28% 0. 08% 4. 21%

1939 -1. 10% 0. 04% 4. 41%

1940 »10. 67% 0. 03% 5. 40%

1941 -12. 77% 0. 08% 2. 02%

1942 19. 17% 0. 34% 2. 29%

1943 25. 06% 0. 38% 2. 49%

1944 19. 03% 0. 38% 2. 58%

1945 35. 82% 0. 38% 3. 80%

1946 -8. 43%
I

0. 38% 3. 13%

1947 5. 20% 0. 57% 0. 92%

1948 5. 70% 1. 02% 1. 95%

1949 18. 30% 1. 10% 4. 66%

1950 30. 81% 1. 17% 0. 43%

1951 23. 68% 1. 48% 0. 30%

1952 18. 15% 1. 57% 2. 27%

1953 -1. 21% 1. 89% 4. 14%

1954 52. 56% 0. 96% 3, 29%

1955 32. 60% 1. 66% 1. 34%

1956 7. 44% 2. 56% »2. 26%

195% ~10. 46% 3. 23% 6. 80%

1958 43. 72% 1. 78% -2. 10%
1959 12. OF% 3. 26% -2. 65%

Schedule YL-3

Raw Data of Annual Returns

I

i

l
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1960 o. 34% 3. 05% 11. 64%

1961 26. 64% 2. 27% 2. 06%

1962 -8. 81% 2. 78% 5.
1963 22. 61% 3. 11% 1. 68%)

1964 16. 42% 3. 51% 3. 73%

1965 12. 40% 3.90% 0. 72%

1966 -9. 97% 4. 84% 2. 91%

1967 23. 80% 4. 33% -1. 58%

1968 10. 81% 5 . 26% 3. 27%

1969 8. 24% 6. 56% 5. 01%

1970 3. 56% 6. 69% 16. 75%

1971 14. 22% 4. 54% 9. 79%

1972 18. 76%. 3. 95% 2. 82%

1973 14. 31% 6. 73% 3. 66%

1974 *25_ 98% 7. 78% 1. 99%5
1975 37. 00% 5.99% 3. 61%

1976 23. 83% 4. 97% 15.98%
1977 - 6 . 98% 5. 13% 1. 29%

1978 6. 51% 6. 93% . 78%
1979 18. 52% 9. 94% 0. 67%

1980 31. 74% 11. 22% -2. 99%

1981 --4. 70% 14. 30% 8. 20%

1982 20. 42% 11.01% 32. 81%

1983 22. 34% 8. 45% 3. 20%
4 1984 6. 15% 9. 61% 13. 73%

1985 31. 24% 7. 49% 25. 71%

1986 18. 49% 6. 04% 24. 28%

1987 5. 81% 5. 72% -4. 96%

1988 16. 54% 6. 45% 8. 22%

1989 31. 48% 8. 11% 17. 69%
1990 ~3. 06% 7. 55% 6. 211%
1991 30. 23% 5. 61% 15. 00%

1992 7. 49% 3. 41% 9. 36%
1993 9. 97% 2. 98% 14. 21%

1994 1. 33% 3. 99% -8. 04%

1995 37. 20% 5. 52% 23. 48%

1995 22. 68% 5. (32% 1. 43%

1997 33. 10% 5. 05% 9. 94%

o

4

Schedule YL-3
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E
I
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1998 28. 34% 4. 73% 14. 92%
1999 20. 89% 4. 51% -8. 25%
2000 -9. 03% 5. 76% 16. 6696
2001 -11.85% 3. 67% 5. 57%
2002 ~21.97% 1. 66% 15. 12%
2003 28. 36% 1. 03% 0. 38%
2004 10. 7486 1. 23% 4. 49%
2005 4. 83% 3. 01% 2. 87%
2006 15. 61% 4. 68% 1. 96%
2007 5. 48% 4. 64% 10. 21%
2008 -36. 55% 1. 59% 20. 10%
2009 25. 94% 0. 14% -11. 12%
2010 14. 82% 0. 13% 8. 46%
2011 2. 10% 0. 03% 16. 04%
2012 15. 89% 0. 05% 2. 97%
2013 32. 15% 0. 07% 9. 10%
2014 18. 52% 0. 05% 10. 75%
2015 1. 36% 0. 21% 1. 28%

Schedule YL-3
-

-

4
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|
I
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC,

DOCKET no. E-04204A-15-0142

Among its rate design related recommendations, Staff recommends that UNS Electric,
Inc.'s ("UNSE" or "Company") residential and small general service class rate designs be
modernized in a timely rate migration transition process iron a two-part rate (monthly
minimum and energy charge) to a three-part tariff (monthly minimum, energy charge and
demand charge), including a time~of~use energy kph rate differentiation. A three-pan rate
makes significant progress toward addressing essentially all of the issues presented by the
dif f icult transition to new distributed generation ("DG") technologies now underway.
Residential and small general service customers should be required to migrate to this new rate,
but certain specific and definable vulnerable groups could be exempted.

While Staff appreciates the Compally's proposal to rely on a Renewable Credit Rate to
compensate customers for excess DG, Staff does not presently endorse the Company's
proposal. Staff has a number of concerns it would like the Company to address. Staff notes
that Commission Docket No. E-00000]-14~0023, which is designed to examine the value and
cost of solar, will provide useful and timely information for the parties to consider in this rate
case. Therefore, for the time being, Staff does not propose changes to the existing net metering
tariff or waivers of the net metering rules, but Staff may update its position in surrebuttal
testimony or later at die hearing in this case.

I

l l
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1 INT RODUCTI ON

2 Q. Please state your name and business address.

3 A.

4

My name is Thomas M. Broderick. My business address is 1200 West Washington Street,

Phoenix, Arizona 85007.

5

6 Q. By whom are you employed and in what capacity?

7 A.

8

I am employed by the Arizona Corporation Commission ("Commission") as Director of the

Utilities Division ("Staff"). My qualifications are provided in Appendix TMB-1.

9

10 Q. What is the subject matter of your testimony?

11 A.

12

13

14

15

16

My testimony addresses some of Staffs policy recommendations for the residential and small

general service class rate designs for UNS Electric Inc. ("UNSE" or "Company"). It also

addresses net metering and the related topic of the value and cost of distributed generation

("DG") for all customer classes. The direct rate design testimony of Staff consultant, Mr.

Howard Solganick, prov ides additional and more specif ic Staf f  rate design related

recommendations.

17

18 STAFF'S RESIDENTIAL & SMALL GENERAL SERVICE RATE DESIGN POLICY

19 RECOMMENDATIONS

20 Q.

21

22

Why is it Staffs primary recommendation for UNSE to migrate all of its residential

and small general service customers to a new tariff design that includes a demand

charge component as soon as a transition can be completed?

23 A.

24

25

26

For a variety of reasons, Staff recommends UNSE undertake a revenue neutral process to

migrate all of its residential and small general service customers to a new tariff which includes

a demand charge within a three-part ta r i f f  w i th time-of-use energy k p h charge

differentiation. A three-pan tariff is comprised of a monthly customer charge, a per kilowatt-

ll ll
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1

2 i
3

3

hour ("kwh") energy charge(s) and per kilowatt l"kW") demand charge(s). Staff believes that

a three-part rate structure is more reflective of UNSE's costs of service and the sooner a

migration occurs the better for all.
l

4
l

5

6

A three-part rate design better informs customers who are considering adopting new

technologies, including DG, about the utility bill impact of their technology choices prior to

7 purchase and installation. A three-part rate design makes significant progress toward

8

9

addressing essentially all of the issues presented by the difficult transition underway to new

DG technologies.

10

11

12

13

14

15

16

17

UNSE has nearly completed deployment of the necessary metering technology, and the

Company recognizes that Staffs rate migration transition's success depends on a customer

education plan to ensure as smooth a transition as possible. Staff recommends allowing as

few customer exceptions to the migration as possible and only for specifically defined,

vulnerable customer groups. Staff requests that parties respond in their rebuttal testimonies

regarding the possible reasons for exemptions and the bases for identifying eligibility for

exemptions.

18

19 a are

20

21

22

23

24

Demand charges are not new concept, but rather in widespread use today for

commercial and industrial customers. A demand charge is a proven successful rate design

component which better reflects cost causation than rate designs which rely upon energy

charges only to recover utility Fixed costs. Metering and communications technology

improvements, DG penetration, and recent regulatory issues have made its adoption for

residential and small general service customers possible, appropriate, timely, and even

25 necessary.

26

H ll
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l

I
8

1 Q. How does a utility recover fixed costs under a two-part tariff versus a three-part tariff?

E

F

l

2 A. In a two-part tariff, a utility recovers all of its costs, fixed costs included, in the monthly
8

6
3 minimum charge and the energy charge(s). Monthly minimum costs are the minimum

4

5
8
l

6
ff'

7

additional costs to serve a customer connection and are generally defined narrowly as billing

and metering related costs. The energy charge recovers all further variable costs, such as fuel

for electric generation, and all remaining fixed costs. Hence, at the level of the individual

customer, reduction of energy consumption reduces recovery of Fixed costs for the utility

3
I

8 from that customer. Whether or not dart reduced recovery is a concern for the utility 1

9 depends on what happens in that time frame with the energy consumption of all other

customers. A reduction from one customer can be offset by increased consumption from

i

3

a

10
l

11 other customers. However, when there is a reduction in energy consumption in total,
E
8

12

13
I

1

14

especially as compared to the level approved for a utility based on its adjusted test year, an

under recovery of fixed costs may occur. It is complicated because even in that situation the

utility may be able to recover fixed costs by selling energy to other neighboring utilities or

entities.15

16

17

18

19

20

21

Hz

A three-part tariff, on the other hand, applies a demand charge to the maximum usage for a

defined period (e.g., one-hour) for the applicable period (e.g., on~peak). It is not unusual for

customers to reduce demand by less than they reduce energy consumption because they may

not be able to reduce energy consumption for the entire period that the demand charge

applies. By definition, a demand charge is designed to recover a utility's fixed costs even if

the utility's infrastructure is used only for the minimum period of time (i.e., one-hour) .

23
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1 Q.

2

What significant problems are associated with the continued use of the existing two-

part residential rate design in this timeframe?

3 A,

4

5

Rate design is premised upon the assumption that a customer's test year energy consumption

serves as a reliable estimate of future use. This is an inherent weakness, especially in the

present circumstances wherein more and more customers are adopting DG technology.

6

7

8

9

10

11

12

13

14

15

16

A customer who newly adopts DG is likely to consume fewer kWh than in the test year.

Such DG customers avoid paying a significant portion of the utility's Fixed costs even though

DG customers continue to use the grid. The same can be said of many other customers, such

as seasonal customers, customers adopting energy efficiency measures and customers

irnplernenting lifestyle changes which reduce energy consumption, vdthout reducing their use

of the electricity grid. DG customers are receiving attention now because they are currently

exacerbating the rate design's weakness. Whether or not such DG customer behavior is a

significant problem for a utility such as UNSE at the aggregate level, depends on many

factors including whether or not the utility, for example, can use its infrastructure for od'ler

customers to meet customer growth or to make sales to other utilities. i

17

18

19

20

21

22

At the aggregate level, UNSE has been experiencing reduced sales as mining loads are

reduced, energy efficiency is successful, and their service territory is slow to recover from the

economic down-tum. While reduced fixed cost recoveries are re-allocated (i.e., shifted) in

subsequent rate cases (or more quickly in the interim by lost flxed cost recovery ("LFCR")

mechanisms), dare is the potential for other customers to shoulder more of the Fixed costs.

23

24

25

26

In response, regulators have been asked to authorize capacity kW charges applicable only to

DG customers and based on DG capacity installed on the grid rather than on the remaining

intensity of DG customers' grid usage. Such grid charges run the risk of being set too low or

too high and, therefore, recovering less than or more than the portion of infrastructure still

| Ill
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1

2

utilized by DG customers. Quite simply, installed DG capacity kW is not equal to the

remaining demand kW intensity of use (aldmugh there is a correlation) .

3

4

5

6

7

8

Ultimately, this scenario leaves utilities such as UNSE in the position of having to maintain

their grids at a time when they are facing additional sources of downward pressure on energy

sales, including energy efficiency programs, the pending Clean Power Plan, and a post-

recession no-growth or very slow»growth service territory. However, a three-part tariff

recovers fixed costs for that portion of the grid that DG customers (and all other customers

9 for that matter) utilize.

10

11 The above described consequences are largely unnecessary and avoidable with the timely

12 adoption of a demand kW charge in three-pan residential and small general service tariffs.
i
5

13

14 Q. Can these consequences be eliminated by implementing a 3-part rate design?

15 A.

16

17

18

19

Yes. A well designed three-part tariff with a kW charge as Staff proposes in the testimony of

Mr. Howard Solganick can largely eliminate this problem and its consequences. Utilities can

recover their Hied costs for the amount of the grid theft customers use and most DG

customers will still be able to save on their monthly electric utility bills (though probably not

as much as previously without taking further actions) .

20

21

22 It will better assist

E 23

24

25

26

A demand kW charge, applicable during on-peak hours, will even better recover the fixed

costs assigned to residential and small general service customers.

customers to avoid utility costs, and it will encourage the adoption of additional technologies.

A proper three-part rate design can align many stakeholder interests rather than place them

into unnecessary and repetitive conflict. It will be important not to create too high of a

demand kW charge in the Erst instance and to move to full cost gradually over two or dlree
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1 rate cases. Also, Staff recommends that demand kW for residential and small general service

2 customers be measured and billed for a period of time not shorter than one hour.

3

4 Q.

5

But doesn't UNSE's proposal to require only new DG customers to incur a demand

kW charge also largely solve the identified list of problems?

6 A.

7

8

9

10

11

12

13

It would to some degree, but not to the extent of Staffs proposal. It would be unfair to new

DG customers and it would perpetuate existing problems and create a new set of problems

with potentially difficult and negative consequences. Staff is proposing a more complete

solution. Staff does not agree with UnSEe's proposal to treat new DG customers differently

from existing DG customers in regard to the availability of ta1;iff(s) offered by their utility.

Staff believes die DG concern is an emerging concern for utilities and not yet of such a

significant magnitude to warrant a one-off approach. For the most part, a utility's concern

relates to future periods from forecasting continued DG penetration at increasing rates.

14

15

16

17

Furthermore, a demand kW charge applicable Ody to new DG customers would occur

simultaneously with a customer's decision on whether or not to install DG, a major

investment decision for customers. Even if customers receive history on their demand kW

18

19

20

21

22

23

24

25

usage and receive a good explanation of a three-part tariff, customers would not likely have

any actual previous experience with a three-part tariff. Customers, therefore, may not know

to inquire about other lifestyle changes or other technology choices that are alternatives to or

useful additions to DG. Mistakes could be very costly to consumers and are unnecessary.

Staff concludes it is best if utility rates are designed to be neutral, agnostic, and unbiased

towards the technology and lifestyle choices of customers. Rather, customers should pay for

(only) the costs they impose on their utilities. Staff concludes that a three-part tariff can

recover the costs of serv ice incurred by the util ity, even if  a customer class is non-

Ei
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1

2

homogeneous and exhibits a wide range of, for example, load factors. DG customers are

most likely formerly high load factor customers that have become low load factor customers.

3

4

5

6

7

8

9

10

11

12

13

A one-off tariff regime for new DG threatens to unravel the long-lasdng system of subsidies

and premiums embedded in existing utility rates. These existing subsidies do not need to be

fully threatened as a resit of new technology. Once DG customers are singled out for

special treatment, it sets a precedent for singling out other customer categories enjoying other

subsidies. Residential class customers, seasonal customers, low load factor customers, low

energy usage consumers, and rural customers are among those groups who typically receive

significant subsidies from other customer groups under existing class cost assignments and

two-pan tariffs. On the other hand, commercial and industrial customers, year-round

residential customers, high load factor customers, higher energy usage consumers, and urban

customers, are among those groups of customers often paying subsidies under a two-pan

14 tariff. Subsidies for seasonal customers, low load factor customers, and low energy usage

15

16

17

consumers would be reduced under a gradual transition to a three-part ta.1:if£ I t  is not

necessary ac this time to trigger a full re-evaluation and unwinding of the various other

subsidies.

18

19

20

21

22

23

24

25

Staff believes that new meter technology, internet communications portals, and smart phone

applications have made it feasible and much easier for residential customers to understand

and accept a three-part tariff than ever before. Staff's proposal will be a big step forward i n

reflecting cost causation in rates over time without unfairly singling out sub-groups of

customers and risking unraveling of all subsidies. If the Commission were to conclude that a

migration to a three~part tariff should be voluntary, Staff recommends that it be voluntary for

all DG customers as well.

26
E
1
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1 Q.

2

Would DG customers be able to avoid on-peak demand kW charges under a three-

part tariff even while consuming less energy kph?

3 A.

4

5

6

7

Not unless they can reduce usage for the entire peak period. Under Staffs proposal to apply

a kW charge during on-peak hours (e.g., summer weekdays between 2 p.m. to 8 p.m.), DG

customers cannot avoid demand kW charges unless they reduce the intensity of their grid

usage for the entire on-peak period. (Staff witness Mr. Howard Solganick addresses the time-

of-use feature of Staffs proposal.)

8

9

10

11

12

13

14

15

16

Solar DG customers will, therefore, need to carefully consider their lifestyle decisions and

additional related technology choices for those hours, for example, in the summer from when

the sun starts to set and until 8 p.m. Home pre-cooling, postponing cooking and laundry,

battery storage, energy efficiency, smart thennostats, and load controllers are among the

additional possible choices residential customers might consider and implement in addition to

or in lieu of DG. Under Staff's proposal, residential customers would largely already be

familiar with life under a demand kW charge tariff before selecting DG and would be much

better informed for making follow-on technology and lifestyle decisions, including DG.

17

18 Q. Will Staff's proposal create as many problems as it resolves?

19 A.

20

21

22

23

No. Staff believes residential customers can be quickly educated and that a transition period

as proposed by Mr. Howard Solganick is reasonable. Staff believes dire will only be a

temporary challenge for residential customers to understand, accept and adapt if the

Company develops and implements a customer education program. Staff requests that

UNSE define and develop the details for a rate migration transition process and share with

24 the parties in its rebuttal testimony.

25

I
|
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1 Q. Why not raise the monthly customer charge in lieu of a demand kW charge and keep

2 a two-part tariff?

3 A.

4

5

6

7

8

9 E

10

11

12

Such an increase would be unacceptably large. Staff strongly opposes addressing the

described under recovery of utility fixed costs in this manner. Staff believes dais would be

highly unfair and unpopular to raise significantly the monthly customer charge, especially with

residential customers. It would eliminate nearly all customer ability to control or reduce

electric bills. It would be highly unfriendly to new technologies and a major step backwards.

Staff recommends keeping the monthly customer charge narrowly focused on the cost of a

meter, the costs of customer service and billing and the cost of the service line. Staff goes as

far as it is willirxg to go in accepting UNSE's proposal to include distribution costs for a

minimum sized system in its monthly minimum charge as discussed by Staff witness Mr.

Howard Solganick.

13

14 Q. Is Staff requesting vulnerable groups to self-identify?

15 A. Yes. Staff does not presume that any group is so vulnerable as to be unable to understand

16 and tolerate a demand kW charge.

17

18

Customer vulnerability is quite different than mere

opposition to an anticipated (initial) discomfort with a transition from a two-part to a three-

Nevertheless, Staff is interested in considering feedback from potentially

19

20

part tariff

vulnerable groups. Staff looks forward to input from other participants in this case regarding

the reasons for venerability (e.g., high kW medical equipment), medals to identify such
F

21 vulnerable customers, and appropriate alterative pricing. Staff prefers that methods to

22 Staff prefers

23

identify vuklerable customers be precise and not subject to manip tion.

vulnerable groups be narrowly and specifically defined so as to not become too large.

24

ll I'll Ill ll\lll\H\ |
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1

2

3

Staff witness Mr. Howard Solganick expresses Staffs willingness for the record in this case to

remain open for a period following a decision. This process might allow for possible

adjustments to eligibility for status as a vulnerable customer.

4

5

6

7

8

For completeness, please note that Staff does not believe that exiting DG customers

comprise a vulnerable group. In other words, existing DG customers should participate in

the migration to a three-part tariff under Staffs proposal. They are not to be "grandfathered"

regarding their utility tariff for their electricity purchases.

9

10 Q. If Staffs proposal is adopted, will DG need to remain a component of the LFCR?

11 A.

12

Only for a while. Staffs proposal is to only rely on the LFCR's DG component for the

recovery of eligible costs from the end of the test year until new rates are effective in this

13 case. Once new rates are effective, no new lost Fixed costs would be considered in the

14

15

16

17

LFCR's DG component. As residential and small general service customers successfully

migrate to a three-part tariff, the need for DG to remain as a component of the LFCR is

greedy reduced and eliminated following the full transition. The DG portion of the LFCR

can, therefore, be eliminated in die Company's next rate case.

18

19 Q- What about subsequently imposing grid reset charges in the interim between rate

20 cases?

21 A. A three-part tariff also makes this step unnecessary. At this time, Staff is opposed to

22

23

l
I 24

a

3
l 25

imposing grid capacity kW reset charges on DG customers either between rate cases or as a

result of a rate case. Staff concludes that it is the opposite of sound rate design principles to

impose a charge on the amount of demand kW Me customer is removing from the system;

rather, it is wise to impose a kW charge for the amount of a it;ility's system the DG (or any)

26 customer uses.
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1 STAFF'S NET METERING AND VALUE AND COST OF DISTRIBUTED

2 GENERATION RECOMMENDATIONS

3 Q.

4

Why does Staff not support the Company's Renewable Credit Rate ("RCR") net

metering rider at this time?

5 A.

6

7

8

9

10

11

12

13

14

While Staff appreciates the Company's proposal, Staff has a number of concerns, including

those expressed by Staff witness Mr. Howard Solganick, that it would like die Company to

address. Staff notes that Commission Docket No. E-00000]-14-0023, which is intended to

examine the value and cost of DG, may provide useful information to the parties in this rate

case. Therefore, for the time being, Staff does not propose any changes to the existing net

metering tariff or waivers of the net metering rules, but it may update its position in its

surrebuttal testimony or later at die hearing in this case. If ultimately the CommissiOn

continues to rely upon net metering, the migration to a dorree-part tariff will not pose any

issues as the energy kph charges in a three-part tariff and on a time-of use basis would be

used for net metering.

15

16 Q. Is Staff concerned about the frequency of updating the Company proposed RCR?

17 A. Yes. The frequency of updating as well as the dependence on only one agreement is

18 concerning.

19

20

21

22

23

'The Company's proposal does not consider non-generation functional

components either from an avoided cost perspective or from an apples to apples perspective

of a resource substitution of utility-scale solar for rooftop solar. Staff also wants to consider

further whether it prefers a net avoided cost plus adder method (as is the typical suggested

approach in studies valuing solar) or whether it prefers a comparable resource cost method as

the Company proposes or whether it depends on the circumstances of each utility.

24

25 Q. Does this conclude your direct rate design testimony?

26 A. Yes.
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.

DOCKET no. E-04204A-15-0142

Mr. Broderick's surrebuttal testimony continues the discussion regarding Staffs proposed
full transition from two-part to three-part rates for all of UNS Electric, Inc.'s ("UNSE") residential
and small general service customers.

Staff proposes two additional mitigation measures for residential and small general service
customers' A 15 percent bill credit to customers who adopted DG solar on or before jure 1,
2015, and a temporary 15 percent incentive for new DG solar adopters during the six month
period following full rate migration.

il

Based on UNSE's acceptance of a full migration to three-part rates in its rebuttal
testimony, Staff now recommends continuing net metering without change in this case.

The primary reason Staff wants the record to remain open in dis case is to be able to
address any significant discrepancies between estimated and actual kW demands.

Staff furdmer develops the concept of a ceiling on kW demand with aspirations for an
eventual phase-out and post-case compliance filings.

I i

As a component of its rate migration education program, UNSE should be required to
provide customers with materials that list due major electrical appliances and end~uses over an
estimated range of kW demands based on a review of appliance usage and saturation data relevant
to UNSE's service territory.

|

3
1
I

Staff accepts UnSEe's recommendation to transition all residential and small general
service customers to three-part time-ofuse rates during one month, butStaff does not want UNSE
to be required to do that.

c

ll
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1 INT RODUCTI ON

2 Q. Please state your name and business address.

3 AS

4

My name is Thomas M. Broderick. My business address is 1200 West Washington Street,

Phoenix, Arizona 85007.

5

6 Q- By whom are you employed and in what capacity?

7 A.

8

9

I am employed by die Arizona Corporation Commission ("Corn.mission") as Director of the

Utilities Division ("Staff"). I submitted direct rate design related testimony on December 9,

2015, in this docket.

10

11 Q. What is the subject matter of your surrebuttal testimony?

12 A.

13 i!
14

The topics are listed in my Table of Contents. My surrebuttal testimony continues the

discussion regarding Staffs proposed full transition from two-part to three-part rates for UNS

Electric, Inc.'s ("UNSE") residential and small general service customers. UNSE has embraced E

E

1

15

16

17

Staffs long-term concept for such a rate migration. Staff encourages UNSE to continue to

specify the transition details for its unique circumstances. Staff intends to be active throughout

the entire implementation process to ensure a successful transition.

18

19

20

21

22

23

As UNSE has indicated, the transition from two~part to three-part rates is class revenue neutral

for residential and small general service customers. Therefore, many of the Company's

customers will save on their electric bills after the transition is completed without doing

anything differently. For other customers, Staff (and UNSE for that matter) are working hard

to listen, understand, and address specific idendiied and reasonable concerns.

24

25

26

Thus far, mitigation measures proposed or accepted by Staff and/or UNSE to assist residential

and small general service customers include: 1) Gradualism in class allocations of increased

Ill mu | | llllllllllllllllH\

|
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I costs to serve; 2) Gradualism in class allocations of demand costs which reduce the kW demand

2

3

4

5

6

7

charge 'm this case; 3) A ceiling on kW demand incorporated into tariffs at a 15 percent load

factor; 4) A thorough, widely available and thoughtful customer education program; 5) A

carefully designed rate migration implementation process; 6) A case left open for 18 months;

7) A kW demand measurement period not shorter than one hour and measured only during

on-peak periods; 8) Various useful post-case compliance requirements; and 9) Disclosure of

intentions and general aspirations of how rate design may evolve in the future under three-part

8 time-of-use rates.

9

10

11

12

13

Staff proposes two additional mitigation measures for residential and small general service in

my surrebuttal tesdrnony: A bill credit to customers who adopted DG solar On or before jure

1, 2015, and a temporary 15 percent incentive for new DG solar adopters during the six month

period following full rate migration.

14

15

16
17

STAFF'S PROPOSED MITIGATION MEASURE FOR EXISTING DG CUSTOMERS

Q. Please summarize Staffs rate design proposal, as set forth in Staffs direct testimony.

18 A.

19 ;I
E

20

In its rate design testimony, Staff proposed a mandatory transition from two-part to three-part

rates for all UNSE residential and small general service customers, unless a particular category

of customers could somehow establish that it is "vulnerable" in some manner to the three-part

21 rate. Staffs conclusion was that DG customers were unlikely to be vulnerable.

22

23 Q.

24

Is Staff revising its position stated on December 9, 2015, regarding "grandfathering" of

existing DG solar customers' tariffs?

25 A. No. Staff maintains that demand charges are a reasonable way to allocate costs for recovery.

26

27

My earlier testimony stated "...all existing DG customers should participate in the migration

to a three-part tariff under Staffs proposal like everyone else." (Broderick Direct, Page 10,

1 Illllllllll | u lumlllllllIIIII l Ill lull |
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1

2

3

4

Lines 6-7). Although Staff continues to support aNs statement, based on subsequent input

from parties, further independent review, discussion, and reflection, Staff now augments its

original position in order to mitigate a portion of the estimated impact of the transition from

two-part to three-pan rates for existing DG customers.

5

6 Q. What input has Staff received from other parties in this case about Staffs original

7 proposal, particularly as to how it could affect existing DG customers?

8 A. Some parties believe that demand charges will unfairly impact existing DG customers. In

9

10

particular, it has been suggested that "net-zero" customers will receive a significant bill increase

as a result of the transition to three-part rates. A net-zero customer is one who is able to offset

11

12

13

i

i
F 14
I

I
l

I

1

15

16

all kph charges through Me output of his solar panels. As a resit, a net-zero customer pays

the moodily customer charge, but avoids all kph charges. As these customers transition to

three-part rates, they would see a new demand charge (that cannot be offset by kph

production) in addition to the higher monthly customer charge. Because dies customers are

currently avoiding kph charges, the impact of the transition to tl1ree~part rates will be more

significant for them than for other customers.

17

18 Q. Do these comments raise valid concerns?

19 A.

20

21

22

23

These comments raise concerns about gradualism. While I do not know the exact number of

existing DG customers who would face significant impacts, UNSE stated in discovery that

approximately 57 percent of existing DG solar customers are net-zero customers. In sum,

according to UNSE, the majority of its existing residential DG customers are likely to be net-

zero customers, and the balance of the Company's remaining DG customers are close to net-

24 zero.

25

| l_l l
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1 Q. Has Staff attempted to develop a quantitative approach for helping evaluate this issue?

2 A.

3

Yes. In surrebuttal testimony Bled contemporaneously herewith, Staff witness Yue Liu has

evaluated the relevant financial, technical, and usage parameters associated with the adoption

4 of DG by residential customers .

5

6 Please discuss the context of the surrebuttal testimony of Staff witness Liu.

7

Q.

A.

8

9

10
i

11
x

E

E
E
I
I

12

Staff is, as always, tasked with finding and recommending a balanced solution. For the most

part, the utilities have been predicting severe consequences from the failure to immediately

address technology-related cost shifts. Yet, technology vendors have been predicting duet

customers will no longer select solar if there is any change in the status quo for rate design and

net metering. This large gap in positions, in Staffs opinion, has not yet been Filled wide

evidence relating to customer response to changes in rate design.

13

14

15

16

17

18

As a result, Mr. Liu was tasked with reviewing discovery responses provided by several parties

in order to develop financial, usage, and operational spreadsheet models dirt can be used to

analyze the decision to purchase DG solar from the customer's perspective. In order to provide

the complete investment picture, the customer's perspective includes not only savings on

electric bills and compensation for electricity export, but also the cost of purchasing or leasing

19 DG solar.

20

21

22

23

24

25

Mr. Liu was also tasked with evaluating, on behalf of Staff, the various inputs, assumptions,

and calculations received from the parties and modifying those inputs as appropriate. Given

that Staff has already proposed a long-term plan for reducing/eliminating cost shifts (i.e., three-

part rates), the primary purpose of his effort is to assess the impact of various rate design

proposals on the customer's pay-back period and internal rate of return. A longer pay-back
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1 and a lower rate of return discourage adoption of solar; a shorter pay-back and higher rate of

2 return encourage it.

3

4 Q. What were the results of this analysis relating to migration of existing DG solar

5 customers from a two-part to a three-part rate design?

6 A.

7

8

9

10

11

His testimony indicates lower (but still positive) rates of return on DG solar after migration to

UNSE's revised proposed three-part TOU Demand tariff. However, he estimates that average

DG residential customers will experience an increase of $10.06 under three~part as compared

to two-part or an additional 20.28 percent, excluding any increase in the monthly basic

minimum charge. For large DG residential customers, the increase is $20.44 and 31 .82 percent.

These increases are in addition to the revenue requirement increase assigned to the residential

12 class.

13

1

I

!

14 Q.

15

16

In light of the higher monthly bills and lower rates of return on DG solar that are likely

to result from a migration to a three-part tariff, should the Commission consider

additional mitigation measures for existing DG solar customers?

17 A.

18

19

20

21

22

Yes. Additional mitigation measures for these customers would be consistent wider principles

of gradualism. Because the effects of the transition to three-part rates are likely to be greater

for eidsting DG customers diam for other customers, some further mitigation is appropriate.

Furthermore, Staff recognizes that many early adopters of solar took a risk in their decision to

install solar systems. Over the years, solar system purchase prices have decreased substantially,

but many of the early adopters paid substantial amounts to install their systems.

23

Illlll
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I Q. What specific mitigation measures does Staff now recommend?

2 A.

3

4

5

6

7

8

Staff recommends that the Cormnission require UNSE to offer a 15 percent bill credit to

customers who adopted DG on or before jure 1, 2015. The dollars needed to offset the bill

credit should be collected through a surcharge that is assessed to all of UNSE's customers.

Staff requests UNSE to calcite and propose the details for this new surcharge. UnSEe's

proposed rate design would need to migrate existing DG solar customers from two-part to

three-part rates and also apply a 15 percent discount. Based on Staffs estimates, that result

woad be less costly to non-DG solar customers than the Company's original proposal to

9 grandfather.

10

11 Q. What is the basis for a 15 percent bill credit?

12 A.

13

14

15

As previously discussed, the bill impacts related to rate migration for existing DG customers

will likely fall within a range of approximately 20 to 30 percent. A 15 percent bill credit

represents mitigation of a significant portion of the estimated impact. By way of comparison,

the UNSE CARES discount supported by Staff and UNSE is 18 percent with a $16/month

16 cap. Staff believes that partial rather than full mitigation is the more appropriate goal.

17

18 Q. Why has Staff recommended jure 1, 2015 as a cutoff date for eligibility for the bill credit?

19 A.
1

!

I
:
E

20

21

22

Staff concludes that the cut-off date of june 1, 2015, or any other date through the date of a

decision in this case, is reasonable and acceptable to Staff for determining customer eligibility

for its proposed mitigation. It is much less likely that applicants processed after jure 1, 2015

will be comparably financially harmed, as DG solar costs per kW have been declining.

23

24 Q- How long should this mitigation measure remain in place?

25 A.

26

The need for continuing the 15 percent bill credit shod be evaluated again in the Company's

next rate case. Staff recognizes that some parties believe that various mitigation measures
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1

2

should be "gtandfathercd." For example, UNSE has suggested a twenty-year horizon, with an

end date of May 31, 2035. Staff prefers instead to revisit these issues in UNSE's future rate

3 cases.

4

5 Q. Why has Staff recommended a surcharge to recover the costs of the bill credit?

6 A. A surcharge provides simplicity and transparency.

7

8 Q.

9

Are Staf fs proposed mit igat ion measures independent of  i ts rate design

recommendations?

10 A. No. This augmented Staff position assumes (and is dependent upon) the Commission

11
E

12

13

ultimately approving Staffs proposed migration to due-part tariffs. The rate design proposals

recommended by the other parties to this case may not create any special need for mitigation,

or may requjxe different types of mitigation.

14

15 Q. Should future DG customers be eligible for mitigation-type discounts in future rate

16 cases?

17 A.

18

19

20

21

The need for continuing and expanding the bill credit will likely be evaluated again in the

Company's next rate case. However,Staff wants to make it clear that it is likely to be opposed

to extending special mitigation discounts to any fufureDG custotners.1 Future DG customers

should be on notice that Staff is unlikely to support mitigation measures for the effects of future

rate changes or odder terms-of-service changes.

22

1

1 A future customer is any application submitted on or after jure 1, 2015, under Staffs proposal or by another eligibility
cut-off date established by the Commission in its decision. A future customer should include previously eligible
customers that install a replacement solar system after May 31, 2015.
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1 Q. Does Staff have any other considerations regarding future UNSE rate cases?

2 A.

3

4

5

6

7

Yes. To-date, Staff has evaluated die need for mitigation measures largely in reliance upon

statements from the solar industry and upon the Staff analyses conducted by Mr. Liu. In

UnSEe's next rate case, the degree to which actual, existing DG customers provide public

comment or otherwise participate in the case is likely to be relevant to whether Staff will

continue to support continuing the bill credit for existing DG customers. Additionally, Staff

may ask the solar industry to consider sharing a portion of the burden of continuing mitigation

8 for existing DG customers.

9

10 STAFF'S RECOMMENDATION ON NET METERING AND VALUE OF SOLAR

11 Q. UNSE accepted Staffs proposal for a full migration to three-part rates for residential

12

13

and small general service customers. Does Staff now have an associated

recommendation on net metering as an appropriate reflection of the net value of DG

14 solar?

15 A. Yes. In my December 9, 2015 direct testimony, I stated "for the time being, Staff does not

16

17

3 18

E 19

20

21

22

propose any changes to existing net metering, but it may update its position in its surrebuttal

testimony or later at the hearing in this case." (Broderick Direct, Page 11, Lines 10-12). Further,

I made reference to the Colnmission's on-going generic Value and Cost of Solar docket (No.

14-0023). Some parties interpreted these statements as implying that Staff would not make a

recommendation in this case regarding net metering and the net value of solar until a decision

had been reached in I/Jai case. However, based on UNSE's acceptance of a full migration to

three-part rates in its rebuttal testimony, Staff now recommends continuing net metering

23 without change in this case.

24

l l ll al
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1

2

3

4

5

6

Staff believes that UNSE either supported or hinted at its likely support for continuing net

metering without change in its rebuttal testimony.2 Staff understands that UNSE may be

unwilling to continue net metering if specific parameters of a three-part rate design later

become unacceptable. However, i t would be helpful i f  UNSl8 would conf irm StafFs

understanding of its acceptance of continuing net metering unchanged (at least until its next

rate ease) in rejoinder or at hearing.

7

8 Q.

9

How do the ever kph rates ro used b UNSE in its rebuttal testimony for a three-gy P y y

part residential time-of-use rate compare to its earlier proposal to compensate exports

10 at a 5.84 cents per kph renewable energy credit?
I

11 A.

12

Energy kph rates are significant because they form the basis for compensation for exports

under net metering. The rates proposed by UNSE in its rebuttal testimony are higher for all

13 periods except Winter Off-Peak. UNSE proposed the following energy charges in its

14 residential three-part time-of-use rate proposad:3

15

16

17
E

E

I
1

3

18

19

20

Energy Charge (k\X/h's), Applicable on all kWh's

Base Power Supply Charge, Summer On-Peak all kWh's

Base Power Supply Charge, Summer Off-Peak all kWh's

Base Power Supply Charge, Winter On-Peak all kWh's

Base Power Supply Charge, Winter Off-Peak all keY/h's

1.6760 cents/kWh

10.2251 cents/kWh

4.2830 cents/kWh

8.2000 cents/k\Wh

3.8610 cents/kWh

21

22

23

24

25

The Summer On-Peak 11.6760 plus 10.2251 cents/kWh), Summer Cff-Peak (1.6760+4.2830

cents/kWh) and Winter On-Peak (1.6760 plus 8.2000 cents/kWh) rates are each higher than

5.84 cents per kilowatt-hour. Only the V(/inter Off-Peak proposed rate (L6760 plus 3.8610

cents/kWh) is lower than the original UNSE proposed renewable energy credit of 5.84 cents

2 Tillman Rebuttal, Page 3, Lines 17-18.
3]ones, Rebuttal Exhibit CA]-R-4, page 4 of 7.

| | lllll_l
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1 per kilowatt-hour. These proposed rates are, of course, subject to further revision as this case

2 progresses .

3

4

5

6

7

Staff believes duet compensation ro DG solar customers will be higher per kph under UNSE's

revised proposal versus its original rate design proposal. It is noteworthy that the existing

banking provision of net metering allows kWh, which are often generated in winter, to carry

over into summer at the respective On- and Off-Peak summer rates.

8

9

10

11

Again, Staff's recommendation for net metering assumes (and is dependent upon) acceptance

of the proposed full migration from two-part to three-part rates. Staff is comfortable

continuing net metering for UNSE with that assumption without concluding on-going Docket

12 No. E-00000]-14-0023.

13

14
J

15 Q.

16

STAFF'S RECOMMENDATION ON LOST FIXED COST RECOVERY (MLFCRQQ)

Is Staff suggesting that UNSE should be required in this case to accept the elimination

of the DG component of the LFCR by the conclusion of UNSE's next rate case?

17 A. I

!
|

g

18

No. UNSE witness Mr. Jones expressed a concern that Staffwas making this a requjrexnent in

the instant docket." To clarify, Staff has identified, as an appropriate aspirational goal, that the

19 DG component of the LFCR would be eliminated in a subsequent UNSE rate case. This

20

21

22

23

elimination would occur only upon a successful migration to three-pant rates and a continuing

evolution of rate designs, as appropriate, based on then existent facts. Both Staff and UNSE

agree on the principle of gradualism in rate design, and both acknowledge that the proposed

kW demand charge does not fully address UNSE's fixed cost recovery.

24

'*]ones Rebuttal, Page 4, Lines 25-27.

F
8
3

|
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1

2

3

4

5

6

To avoid any misunderstanding in post~case compliance, Staff recommends that UNSE submit

a specific updated LFCR plan of administration ("POA") not later than the time of hearing.

The updated POA would apply through the conclusion of UNSE's next rate case and include

the proposed impact on the LFCR given UNSE's proposal regarding the percentage of

functionalized (i.e., G, T, D) fixed costs recovered in the kW demand charge, the momMy

minimum charge, and the energy charges.

7

8

9

As a result, Staff concludes that the parties do not need to My address in this docket the issue

of further recovery of fixed distribution and generation costs as rate designs become more cost-

10 based in subsequent cases.

11

12 STAFF'S RECOMMENDATION TO HOLD OPEN THE RATE CASE TO ADDRESS

13 3

I

s

14 Q-

POTENTIAL UNINTENDED CONSEQUENCES

Why does Staff recommend that the Commission hold open the rate case?

15 A.

16

17

18

19

20

21

22

Staff wants to be able to address any discrepancies between estimated and actual kW demands.

As UNSE witness Mr. Jones indicates, UNSE is relying upon estimates of kW demand from

its load research data.5 Should its kW estimates used in designing rates ultimately prove too

low, then the kW charge should be decreased. Should kW esdnuates ultimately prove too high,

then the kW charge shod be increased. The concern is not over a minor discrepancy;

however, a significant difference could create serious unintended consequences that should be

timely addressed. The purpose of holding the case open for 18 months is to allow for the

passage of enough time to fairly and accurately determine if significant discrepancies exist.

23

24

25

Although not the primary focus, other unanticipated consequences, if any, could also be

addressed.

Stones Rebuttal, Page 6, Lines 19-21 .
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l STAFF'S PROPOSED KW DEMAND CEILING

2 Q. Does a ceiling on kW demand protect customers from unexpectedly high bills?

3 A.

4

5

6

7

8

9

Yes. From a review of the testimony in this case, Staff concluded that no new vulnerablegroups

are created per se as a result of a full migration to three-part rates; instead, there is a broad

based concern that individual customers will experience unexpectedly high kW demands, at

least for a period until customers become accustomed to three-part rates. Some parties believe

that it will be challenging not only to educate customers about the reasons for unexpectedly

high kw, but also to teach them how to avoid such surprises. Some parties highlighted various

lifestyle situations and events for which it may be difficult to manage kW demand.

10

11

12

As a mitigation measure, Staff and UNSE have discussed the concept of placing a ceiling on

kW demand for each customer through the use of a minimum load factor. UNSE later

13

e4
I|

14

responded with a detailed specific proposal for a minimum load factor of 15 percent for each

customer. This proposal was fully developed by UNSE witness Mr. ]ones.°

15

16

17

Simply put, with this ceiling on kW demand, no customer can experience a significant kW

billing surprise. AH residential and small general service customers, including DG solar

18

I
5.>

19

i
3
l
i

20

21

customers, would be eligible for the ceiling on kW demand. For DG solar customers, their

calculation would be based on their "site" energy consumption For DG solar customers, site

load equals kvvh self-consumption plus kph purchases from UNSE., which therefore excludes

kph produced and exported to the grid.

22

23

24

Staff recommends that UNSE include the specifics of the proposed ceiling on kW demand in

its revised proposed tariffs in rejoinder or at hearing.

25

6_]ones Rebuttal, Page 13, Line 8 to Page 15, Line 23.
7]ones Rebuttal, Page 14, Line 5.

_1111- |
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1 Q. Should the kW ceiling be phased-out in time?

2 A.

3

4

5

6

7

Yes. UNSE has expressed a preference for phasing out a ceiling on kW demand in the decision

in its next rate case.8 Staff agrees with UNSE that a ceiling on kW demand is a transitional

mechanism that should dtirnately be phased-out. However,Staff is presently unable to support

its elimination in UNSE's next rate case. Staff would expect, at a minimum, that the ceiling on

kW demand would be increased, perhaps based on a 10 percent or 5 percent load factor. The

kW ceiling would increase as the load factor decreases. To facilitate this decision in the next

8

9

i10

UNSE rate case, Staff recommends that die Cozmnission require UNSE to report at least

annually the following compliance items, beginning one year after the effective date of the

decision in this case:

11
i

12 1)
13

14 2)
15

16 3)

The annual and monthly total number of customer bills exceeding the kW

ceiling on demand by residential and small general service customer classes;

The annual and monduly total amount of unbilled kW demand and associated

revenue savings by residential and small general service customer classes; and

The same statistics as 1) and 2), provided separately for CARES customers and

17 DG solar customers.

18

IE
19 STAFF'S RECOMMENDATION ON MITIGATION FOR FUTURE DG SOLAR

i
<

20 Q.

21

Is Staff concerned about the potential for a temporary reduction in DG solar

installations in the period immediately following customer migration to a three-part

22 rate?

23 A.

24

25

Yes. In the months after the transition from two-part to three~part rates, residential and small

general service customers may not have adequate (i.e., 12 months) kW billing history upon

which to base a sound DG solar decision. Addidonaliy, there may be a brief period of customer

8_ones Rebuttal, Page 15, Lines 21 -23.
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1

2

3

4

5

confusion or hesitation in the aftermath of rate migration. For that reason, Staff recommends

that UNSE establish a 15 percent cost per kW incentive for DG solar installations, effective

for the Hist six months following the completion of the full transition from two-part to three-

part rates in early 2017. Please refer to Mr. Liu's testimony for the basis of a 15 percent

incentive.

6

7

8

Staff requests that UNSE identify at hearing a method to fund this incentive using REST funds

either from a 2015 or 2016 carryover or in the 2017 program.

9

10 STAFF'S RECOMMENDATION ON CUSTOMER EDUCATION

11 Q_

12

Is it important that customers have information on the estimated range of kW demand

for individual appliances and other electrical end uses prior to the transition to three-

13

14 A.

15

16

1'7

18

19

pan rates?

Yes. UNSE should be required to provide customers with materials that list the major electrical

appliances and end-uses over an estimated range of kW demands based on a review of appliance

usage and saturation data relevant to UNSE's service territory. It would also be helpful for

UNSE to differentiate significant kW demands for select end-uses by on and off-peak time-of-

use, if available. Air conditioning kW demand comes to mind as its use is typically more

intensive on-peak than off-peak, but there may be other end-uses that vary with intensity by

20 time-of-use.

21

22 Armed with this information, a customer can scan the list, become familiar with common

23

24

25

electrical end-uses, and get an early indication of what causes kW demand usage and how to

control it. As time passes and electric bills based on three-pan rates are being experienced,

customers can continue to refer to this list and begin to further reELne kW demand experience.

26
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1

2

3

4

5

6

7

Given some of the general concerns expressed by some parties, Staffwants customers to know

how to successfully control kW demand in order to impact their bills. Staff wants customers

to understand that significant kW demand appliances include such end-uses as air conditioners

and electric clothes dryers. Likewise, Staff wants customers to understand that charging cell

phones and using LED large screen TVs are low kW demands and are either not a concern or

a relatively minor concern. Staffwants customers to be able to avoid needlessly trimming their

lifestyles through limiting their low kW demand end-uses, which are unlikely to significantly

8 impact bills.

9

10

11

Staff recommends dirt UNSE estimate a kW demand range for each identified end-use over a

range of efiiclency in its territory from less efficient models to new and highly efficient models.

12

13

14

15

Such materials should remind customers to conform which appliances, if any, are supplied by

natural gas and are thus nearly irrelevant to electrical kW demand, except for internal lighting

or incidental electrical use.

16

17 Materials should also attempt to provide information on whole house kW demand ranges,

18

19

perhaps based on home vintage as some older properties have less insulation. By contrast, new

consmcuction will likely already have a high energy efficiency designation.

20

21 Staff recommends that these materials be provided in various forms and/or media (e.g.,

22 internet) and at regular, appropriate time intervals to customers.

23

24 Staff recommends that UNSE provide, as a compliance item in the Commission's decision in

25

26

this case, the above discussed materials and process descriptions 60 days prior to commencing

the transition to tluee-part rates.

I
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1

2

3

4

Staff also recommends d'lat UNSE review its existing Energy Efficiency ("EE") programs and

related educational materials, and revise them as appropriate at its earliest opportunity to

support customer understanding of kW demand. Demand reducing programs should be

considered in its next annual submittal.

5

6 STAFFS RECOMMENDATION ON RATE MIGRATION TIMING

7 Q- Does Staff accept UNSE's recommendation to transition all residential and small

8 general service customers to three-part time-of use rates during one month, billing

9 cycle by billing cycle?

10 A.
i

11

12

Yes, subject to UNSE's fulfilling the various obligations and responsibilities that Staff and other

parties are discussing and that are ultimately incorporated by this Cornmisdon in its decision in

this case.

13

14

15

16

UNSE should not be required to complete time transition in one billing month; rather, it should

be permitted to do so. UNSE should be required to complete the transition within the 18

month period during which the case will remain open.
I

17
i

:
I

E

18 Q. Does this conclude your Surrebuttal testimony?
1

3

19 A. Yes .

|
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6.23%

1.00
10.26%
100.0%

$7,556,638
-0.84%

-0.13
10.26%

50.0%

$1 ,221 ,442
2.05%

0.33
10.26%

8.1%

$5,509,497
21.86%

3.51
10.26%

36.5%

$756,711
37.57%

6.04
10.26%

5.0%

$55,712
7.20%

1.16
10.26%

0.4%

UNS allocation from rejoinder -APPROXIMATE
Incremental Revenue
Rate of Return on Rate Base
UROR
% Iner compared to Revenue From Present Sales
% of the Total Increase

$15,100,000
6.23%

1.00
10.26%
100.0%

$14,136,082
3.11%

0.50
19.19%

93.6%

$1 ,528,313
3.17%

0.51
12.84%

t0.1%

-$549.020
13.32%

2.14
-1.02%

-a.6%

.$68,000
23.20%

3.73
-0.92%
-0.5%

$52,625
6.99%

1.12
9.69%

0.3%

UNS Revenue Allocation Model 160306.xlsxRev Alloc Quick Model
3/11/1611z48 AM



BILL IMPACI'$ CURRENT RATES

Total kph Delivery (kph)
Basle

Service Charge

Delivery
M00 kph

Dellvery
401 1,000 kph

Dellvery
1,000+ kph TCA Base Fuel PPFAC Net BII

0-400 401-1,000 1,000+ $10.00 $0.019300 $0.034350 $01038499 80.001140 50.064510 50.002139

111 111 0 0 $10.00 $2.14 $0.00 $0.00 $0.13 S7.1s -$0.24 51919

330 330 0 o $10.00 S6.37 $0.00 $0.00 $0.38 $2119 8 0 7 1 $37.33

664 400 264 0 $10.00 $7.72 59107 $0.00 $0.76 $42.83 8 1 4 2 $68.96

1,144 400 600 144 $10.00 $7.72 $20.61 $5.54 $130 $73.80 -$2.45 $11653

2,162 400 600 1,1sz $10.00 $7.72 $20.61 $44.74 $2.46 $139.47 $4.53 $220.37

Mean 830 400 430 0 $10.00 $7.72 $14.75 8000 $0.95 $53.51 -$1.77 $85.16

Sum 983 400 583 0 $10.00 $7.72 $20.04 $0.00 $1.12 $63.43 -$2.10 $100.20

Win 669 400 269 0 $10.00 $7.72 $9.25 $0.00 $0.76 $43.18 -$1.43 $69.48

Annual 51,018.12

BILL IMPACrS . STAFF PROPOSED RATES

Total kph Delivery (kph)
Basic

Service Charge

Dellverv
0-400 kph

Delivery
401-1,000 kph

Delivery
11000+ kph TCA Base Fuel PPFAC Net Blll S Change % Change

0-400 401-1,000 1,000+ $15.00 $0024666 80.034666 50.052666 $0.000000 50055090 0.000%

111 111 0 0 $15.00 $2.74 $0.00 $0.00 $0.00 $6.12 $0.00 $23.86 $4.66 24.3%

330 330 0 0 $15.00 $8.14 $0.00 $0.0o so.00 $18.18 $0.00 $41.32 $3.99 10.7V

664 400 264 0 $15.00 $9.87 $9.15 5000 Saou $36.58 $0.00 $70.60 $1.54 2.4/

1,144 400 600 144 $15.00 $9.87 $20.80 s758 $0.00 56302 $0.00 $115.27 ($0.26) -0.2%

2.162 400 600 1,162 $15.00 8987 52080 $6110 $0.00 $119.11 $0.0o $225.97 $5.60 2.5%

Mean 830 400 430 0 $15.00 8987 $14.89 $0.00 Saou $45.70 $0.00 $85.46 $0.30 0.3/

Sum 983 400 583 0 $15.00 $9.87 $20.22 sons $0.00 s54.17 $0.00 $99.26 ($0.95) -0.gfy

Win 669 400 259 0 $15.00 $9.87 $9.34 $o.00 $0.00 $36.88 $0.oo $71.09 $1.60 2.3/

Annual $1,022.06 $3.95 0.4/6

Blll IMPACrS ans PROPOSED RATES

Total kph Delivery (kph)
Basic

Service Charge

Delivery
0-400 kph

Dellvery
401-1,000 kph

Deinvery
1,000+ kph TCA Base Fuel PPFAC Net BII S Change % Change

0-400 401-1,000 1,000+ $15.00 $0.030100 50.040100 $0.05s100 80.000000 $0055090 0.0006

400 600 1oo0

111 111 0 0 $1500 $3.34 $0.00 $0.00 so.0o $6.12 $0.00 $24.46 s5.27 27.4/

330 330 0 0 51500 $9.93 $0.00 $0.00 $0.00 $18.18 $0.00 $43.11 s5.78 15.5%

664 400 264 0 $1500 $11.04 $10.59 $0.00 $0.00 $36.58 so.oo $7411 $5.25 7.6%

1,144 400 s00 144 $1500 $12.04 $24.06 $8.37 $0.00 $63.02 sons $122.49 85,96 5.1%

2,162 400 600 1,162 $15.00 $12.04 $24.06 $57.51 $0.00 $119.11 S000 $237.72 $17.35 7.9'/

Me a n 830 400 430 0 S15.00 $12.04 $17.22 so.00 $0.00 $45.70 $0,o0 $89.96 $480 5.6'/

Sum 983 400 583 0 $15.00 $12.04 $23.39 s0.00 $0.00 $54.17 8000 $104.60 $4.40 4.4/

Win G69 400 269 0 $15.00 $12.04 $10.80 s0.00 $0.00 $36.88 $0.00 $74.72 $5.24 7.5/

Annual $1,075.95 $57.83 5.7/

1

EXHIBIT

UNS Electric, Inc.

Typical Bill Comparison - Present and Proposed Rates

Test Period Ending December 31, 2014

Exhibit Hs-7

Page 1 of 5

RESIDENTIAL SERVICE
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Exhibit HS-7 (H-4) Residential Bill Impacts 160312.xlsxRES 3/16/16
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